31 October 2006

US Securities and Exchange Commission
Office of Intemational Corporate Finance

T
100 F Street, N.E. ’ FI;\.IIA Q»ON
WASHINGTON DC 20549 — NCiay
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Re: Submission by Mesoblast Limited under Rule 12g3-2(b) - SEC File Number 82-34929

We enclose copies of all documents lodged with the Australian Securities Commission on behalf of
Mesoblast Limited for filing with the US Securities & Exchange Commission. “~

These lodgements date from 29 September to the present date 31 October 2006.

Yours sincerely

A~ . pROCESSED

Kevin Hollingsworth
Company Secretary NOV 1 3 2006
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Level 39, 55 Collins Street Meaiboume
Victoria 3000 AUSTRALIA
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Appendix 3B

New issue announcement

Appendix 3B

New issue announcement,
application for quotation of additional securities
and agreement

Rule 2.7, 3.10.3, 3.10.4, 3.10.5

13

Information or documents not gvailable now must be given to ASX as soon as mwdabiz Information and
y documents given to ASX hecome ASK's property and may be made public,

Introdoced 177796, Origin: Appendix 5. Ameaded §7/98, 19099, 1/7/2000, 50092001, 1132002, 11172003,

" Name of entity

Mesoblast Ltd

AN

68 109 431 870

We (the entity) give ASX the following information.~,

Part I - All issues

You must ecomplete the relevant sections fatiach sheets if there is not enough space).

L

=

*Class of *securities issued or to be
issued

Number of Tsecuritics issued or lo
be issued (if known) or maximom
number which may be issued

Principal terms of the Tsccuritics
(eg, it options, exercise price and
expiry date; if  patly paid
*seeurities, the amount cutstanding
and due dates for payment; if
*converlible securities, the
conversion  price and  dates  for
converston)

Ordinary Shares

93,333

As per the Company’

ordinary shares

s Constitution being

+ See chapter 19 for defined terms.

1172003
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Appendix 3B
New issue announcement

. Do the *securities rank equally in all

respects from the date of allotment
with an cxisting “class of quoted
*securities?

C)f the additional securitics do not
. rank equally, please state:

the date from which they do

the extent 1o which they
participaie for the next divideod,
(in the case of a wust,
distribution) or inferest payment
the extent to which they do not
rank cqually, other than in
refation to the next dividend,
distribution or intcrest payment

* Issue price of consideration

" Purpose of the issue

o {If issued as consideration for the
' acquisition of asscts, clearly identify
. those assets)

Dates of entering *securitics into
uncertificated holdings or despatch
of cenificates

Number  and  “*class  of  all
*securities  quoted  on ASX
(including the sceurities in clavse
2 if applicable)

Yes

50.65

93,333 shares issued on conversion of 93,333

options at $0.65 on exercise of
existing options granted by the
company.

28 September 2006
Number *Class
60,696,133 Ordinary

+ See chupter 19 for defined tenns.

Ap;l&lrldix 1B Puge 2
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- Part 2 - Bonus issue or pro rata issue

Appendix 3B
New issue announcement

@

10

1

12

17

18

19

Number and  *class  of afl
*securitics nol gooted on ASX
(incheding the scearities in clause
2 if applicable)

Number *Class
46,796,000 Ordinary Shares
subjeet  to
c ASX
restriction
agreements
7.706,667 Unlisted QOptions

Dividend policy (in the case of a
trust, distribution policy) on the

increased capital (interests)

Is  security  holder

required?

approval

Is the issue renouncesbie or non-
renounceable?

Ratio in which the *sccurities will
be offered

*Class of *sccurities 10 which the
ofler relates

*Record  date  to determine

entitlements

Will holdings on different registers
(or subregisters) be aggregated for
calealating entitlements?

Paolicy for deciding entitlements in
refation 1o fractions

Names of countries in which the
entity has ‘*sccarity holders who
will not be sent new  issee
documents

Note: Secority bolders must be tefd how their
entilfenwenis are to be dealt with.

Cruoss reference: rule 7.7

Closing date for receipt  of
acceptances or rehunciations

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

“+ See chapter 19 for defined terms.

S 112003
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Appendix 3B
New issue announcement

[
A

26

30 -

3

i
i

i
i

Names of any underwriters

Amount of any underwriting fee or
commission

Names of any brokers to the issue

Fee or commission payable to the
broker to the issuc

Amount of any handling fee
payable to brokers who lodge
acceplances or reaunciations on
behalf of *security holders

If the issue is contingent on
*security  holders” approval, the
daie of the meciing

Date entitlement and  aceeptance
form and prospectus or Product
Disclosure Statement will be sent to
persons entitled

1f the eniity has issued options, and
the terms entitle option holders to
participate on exercise, the date on
which notices witl be senl to option
holders

Date rights trading will begin (if
applicable)

Date rights trading will end (if
applicable)

How do *sccarity holders scll their
entitlements  /r  fidl through a
broker?

How do “secarity holders sell pars
of their entitlements through a
broker and accept for the balance?

N/A

N/A

NA

N/A

N/A

N/A

NIA

N/A

N/A

N/A

N/A

N/A

+ See chapter 19 for defined terms.
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Appendix 3B
New issue announcement

32 How do *seearity holders dispose | N/A
‘ of their entitlements (except by sale
through a broker)?

"l
L]

*Despatch date N/A

: Part 3 - Quotation of securities

- You need only complete thix section if vou ave applving for guotetion of securitics

34 Type of securities
(rick one)

(a) X Securities described in Part 1

(b) All other securities

smmple: seymicted securiticd ut the end of the escrowed peried, parly paid scourities tht become fully paid, employe
incentive share secwrities whien sesbiction cody, secuticn issued on expiry o couversion of convenible securities

Entities that have ticked box 34(a)

* Additional securities forming a new class of securities

© Tick to indicate you are providing the information or

|, documents

b y . y

» 35 If the *securilies are “cquity seeurities, the names of the 20 largest holders of the
additional *securitics, and the number and percentage of additional *securitics held by
those holders .

36 ‘::’ I the *securitics are *equily securilies, a distribution schedule of the additional
*securities sctiing out the number of holders in the categorics
I - 1,000
1,001 - 5,000
5,001 - 10,000
10,601 - 100,000
100,001 and over

37 |:| A copy of any trust decd for the additional *sceuritics

+ See chapter 19 for defined terms.,

S 12003 Appendix 3B Page 5



Appendix 3B
New issue announcement

Entities that have ticked box 34(b)

38
39

a0

a1

]

Number of securities for which
*quotation is sovght

Class of ‘*securitics for which
quotation is sought

Do the *securities rank equally in al
respects from the date of allotment
with an existing “class of quoted
“seourities?

If the additional securities do not

rank cqually, please state:

s the date from which they do

o ihe cextent to  which they
participate for the next dividend,
(n the ocnse of a st
distribution) or infcrest payment

s the extent to which they do not
rank equally, other than in
relation to Llhe next dividend,
distribution or intcrest pavment

Reason for request for guotation
now

Example: In the case of resbicted secarities, end of

restriction period

(if issued wupon conversion of
another securily, clearly identify that
other security)

Number and *class of all *seeuritics
quoted on ASX (inciuding the
securities in clause 38)

Number

*Class

+ See chupter 19 for defined terms,
H
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Appendix 3B
New issue announcement

! Quotation agreement

|

(28]

*Quotation of our additional *securities is in ASX’s absolute discretion. ASX may
quote the *securities on any conditions it decides.

We warrant the following to ASX.

. The issue of the *securities to be quoted complies with the law and is not for
an illegal purpose.

. There is no reason why those *securities should not be granted ~quotation.

. An offer of the "securities for sale within 12 months after their issue will
not require disclosure under section 707(3) or section 1012C(6) of the
Corporations Act,

Note: An matity may need lo obtain nppropriate warmnties ot tubscribers for the securites in order to be able 1o give
this wanamy

. Section 724 or section 1016E of the Corporations Act does not apply to any
applications received by us in relation to any *securities 1o be quoted and
that no-one has any right to return any “securities to be quoted under
sections 737, 738 or 1016F of the Corporations Act at the time that we
request that the *securities be quoted.

. We warrant that if confirmation is required under section 1017F of the
Corporations Act in relation to the “securities to be quoted, it has been
provided at the time that we request that the *securities be quoted.

. if we are a trust, we warrant that no person has the right to return the
*securities to be quoted under section 1019B of the Corporations Act at the
time that we request that the *securities be quoted.

v+ See chapter 19 for defined terms.

C 2003
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App%ndix 3B
New issue announcement

3 We will indemnify ASX 10 the fullest extent permitted by law in respect of any
" claim, action or expense arising from or connected with any breach of the warranties
in this agreement.

4 | We give ASX the information and documents required by this form. If any
N information or document not available now, will give it to ASX before *quotation of

the *securities begins. We acknowledge that ASX is relying on the information and
" documents. We warrant that they are (will be) true and complete.

Signihere: ............................................................ Date: 29 September 2006

Print name: Kevin Hollingsworth. ...

+ See chupter 19 for defined terms.,
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_i\ﬂAJOR STEM CELL PATENT GRANTED IN UNITED STATES

" ENSURES EXCLUSIVE, LONG-TERM COMMERCIAL RIGHTS

Melbourne, Australia; 18 October 2006: Australia’s aduit stem cell company,
Mesoblast Limited (ASX:MS8), today announced that the United States Patent
and Trade Mark Office (USPTO) has granted a key patent which delivers a major
commerclal advantage and offers long term protection for the company’s platform
technology,

i
The patent ensures that only Mesoblast and its United States-based sister
company, Angloblast Systems Inc; can commercialise the proprietary adult stem
cells, termed Mesenchymal Precursor Cells, in the USA, the world’s largest market
for regenerative medicines.

The patent granted by the USPTO confers rights through to at least the year 2019
to, composition-of-matter, or ownership, over the unique adult stem cells, which
wgzre first identified at the Hanson Institute in Adelaide, Australia.

The granted US patent enables us to broadly commercialise a unique celi
population that regenerates and repairs a host of tissue types including bone,
cartilage, fat, blood vessels, and heart damage. Specificaily, it serves to underpin
our US market strategies, and to drive:
! « Commercialisation of an exclusive technology platform
v * The manufacturing strategy for our proprietary adult stem cells, which
form the core of products effective for tissue repair and regeneration
* Use of the cell products for treatment of degenerative diseases
Including orthopaedic and cardiovascular conditions
Development of allogeneic, or 'off the shelf’, high margin products; and
Delivery of outcomes that will materially impact both the quality of life
and cost of medicine for many patients worldwide.
Bullding upon and continuing to expand a broad-based international patent
portfoilo is fundamental to the commercial strategies of both Mesoblast and
Angioblast

The granted US patent is a major asset and a significant leverage point in
creating strategic business opportunities with global pharmaceutical and medical
device companies. It confers certainty and significantly increases the commercial
value of our platform technology.

Eeval 39, 65 Collima Streat Maelboume Victoria 3000 AUSTRALIA ¢ 481 388396038 [ +61 39839 6030 www.mosablest.com ABN 65 10D 431 870 ACK 109 431 670




Aﬁout Mesoblast Limlited

Mesoblast Limited (ACN 109 431 870) is an Australian biotechnology company
committed to commercialisation of novel treatments for orthopaedic conditions,
including a unique adult stem cell technology aimed at the regeneration and
repair of bone and cartilage. Mesoblast has worldwide exclusive rights to a serles
of patents and technologies that have been developed over more than 10 years
relating to the identification, extraction and culture of adult Mesenchymal
Precursor Cells (MPCs), The company has also acquired a 33.3% interest in
Angloblast Systems Inc, an American company developing the platform MPC
technology for the treatment of cardiovascular diseases, including repair and
regeneration of blood vessels and heart muscle. Mesoblast's strategy is to
maximise shareholder value through both corporate partnerships and rapid
product commercialisation.

For further information, please contact:

Julie Meldrum

Corporate Communications Director
Mesoblast Limited

T:+ 61 (03) 9639 6036

M: +61 (0) 419 228 128

E: julle.meldrum@mesoblast.com
W: www.mesoblast.com

Lovel 39, 55 Collina Streat Mefbourns Viclorta 3000 AUSTRALIA t +61 3 8639 6036 f +61 3 9639 6030 www.mescblest.com ABN €8 100 431 670 ACH 108 431 670



23 October 2006

The Manager -
Companies Announcements Office
Australian Stock Exchange Limited
Level 4, Exchange Centre

20 Bridge Street

SYDNEY  NSW 2000

o

"

RE: Mesoblast Ltd (ASX:MSB)
E_!.'jxtraurdinary General Meeting

Dear Sir'/Madam,

The accompanying Notice of Meeting is for the Extraordinary General Meeting of
Mesoblast Ltd to be held at 10:00am on 23 November 2006 at The Windsor Hotel,

103 Spring Street, Melbourne, Victoria, Australia.

A Jcopy of this Notice of Meeting has been mailed to sharcholders,

.
Yours sincerely

Mésoblast Ltd

Kevin Hollingsworth
Company Secretary

Levol 39, 55 Collina Strect Mefoourne Victoria 3000 AUSTRALIA t 461 3 BE30 6036 ! +61 3 8832 6030 www.mesoblasl.com ABN 68 106 431 870 ACN 100 431 570




mesoblast

the adult stem cell company
ACN 109 431 870

EGM — Notice of General Meeting

MESOBLAST LIMITED
ACN 109 431 B70

EGM - NO:T!CE OF GENERAL MEETING

For the Extraordinary General Megiing of the Company to be held at 10.00 arn (Melboume time)
on Thursday 23 November 2006 at The Windsor Hotel, 103 Spring Streat, Mathourne

THIS IS AN IMPORTANT DOCUMENT

If you are in coubt as 1o what to do wilh this docurment please immediately see your legal adviger,
financial adviser or stockbroker,



mesoblast

the adult stem cell company
: ACN 109 431 870

Chairman’s Letter

Dear tellow shareholder

The independent Board members of Mesoblast Limited (Mesoblast) are pleased to recommend to you a further
investmbn! in our associated United States-based company, Angioblast Systemns Inc (Angioblast).

The proposed investrnent of $AB.5 million will bring our tolat shareholding in Angioblast 1o approximately 30.2% on a fully
diluted basis. Funds invested will be used 1o complete an agreed cardiovascular Phiase Il Clinical Trial and for the further
developmant of the proprietary adull stern cell technology

in aczc:ili;c_)nA Mesoblast has also basn granied a 15-monih aplion to acquire $A5 miliion in additional prelerred stock on
substantially the same terms as the praposed $8.5 rmillion investment.

As you ﬁmy be aware, Angioblast is developing its proprielary adult stem cell technology for use in cardiovasoular
applications. At the date of Mesablast's public; fisting in December 2004 we acquired a 33.3% equity interest in Angioblasl
by way o preference shares. The initial investment has ensured parallel development of the proprietary adull stem cell
technology platform by both Mesobiast and Angioblast, to a point where it is envisaged that submissions will be made to
the Unit,é-d States Fedaral Food and Drug Administration (FDA) to commence Phase Il dlinical trials in both an orthopaedic
anct a c;'udiovascular indication in a parallet limetrame.

Due lo a common shareholding and directorship on ihe Mesablast and Angioblast Boards, Angioblast is deemed to be a
related party and shareholder approval is requested to approve the further investment in Angioblast.

Beard members of Masoblast, who are independent of any material interest in Angioblast, highty recommand the
transaction and seek your approval, ltis in this respect that we have spent considerable time and energy in negotiating a
performance oriented investment Lo maximise sharsholder apportunity and value assotiated with our common adult gtem
cell technology.

importantly, the indepancent board members of Mesoblast have retainedt Detoitte Corporate Finance Pty Ltd to provide
you with an Incependent Experts Repori thal stales that it is their belief that the proposed transaction is both fair and
reasonable to the shareholders of Masohtast {other than the related parly shareholder).

i
The proposed transaction is based closely upon Ihose terms associated with our exisling investment in Angioblast which
we beliéye has been highly successful and has focused upon delivering well ahead of schedule Investigational New Drug
submissions to the FDA,

" ,
The |r;d§pe;1denl board members recormmend that you read Lhe atlached docurments which cutfine the proposed
transaclion.




in summary the proposad further investment pravides for:

- Periodic payments that will be used in achieving clinical triaf milestones

+  Mesoblast fo appoint a second director o the Board of Angiablast

. Va:ioﬁis anti-tilution provisions of the invastrment

+  Sirong Masoblast investor rights that ensure a continued focus on delivaring Phasa Il clinical tnal resulls

A 15-month option (o acquire an additional $5 rnillion in Angioblast preference shares on substantially the same ferms
as for-the current proposed $8.5 Million investment . Tha Directors have also deterrmined that the exercise of such
option will only be undertaken with funds that are not essential to the performance of Mesoblast's own clinical and
reguiatory goals,

Our gnals are clear:

= To focus on detlivering Phase Il Clinical Trial results in the United States and in doing so funther maove forward in the
value chain

. Posiﬁbn both Mesoblast and Angioblast with sufficient tunds to achieve significant clinical and regulatory milestones
whilst ideally posilioning both companies far any future discussion with large, third party international medical
companias

« Continue 10 work closely with Angioblast in rapidly commercialising our comrman technology plattorm.

An Extraordinary General Meeting of shareholders has been announced for 23 November 2008 lo seek your support and
approval, Please review the attached decurnentation and submit your voting instructions atong those fines autlined in the
altached documents,

| ok torward to the opportunity of meeting with you in November; in tha meantime please do nof hesitate to contac! the
company should you requira any further information.

Yours sincerely

Michael Spooner
Executive Chaimnan
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NOTICE IS GIVEN THAT AN EXTRACRDINARY GENERAL MEETING COF THE SHAREHOLDERS OF MESOBLAST
LIMITED ACN 108 431 870 (THE COMPANY) WILL BE HELD AT THE WINDSGR HOTEL, 103 SPRING STREET,
MELBO:URNE ON THURSDAY 23 NOVEMBER 2008 AT 10.00 AM FOR THE PURPOSE OF CONSIDERING AND,
IF THOEIGHT APPROPRIATE, PASSING THE FOLLOWING RESOLUTIONS:

Reso!u@lon 1 - Additional investment In Angioblast Systems Inc
To consider and, if thought fit, to pass the following reschution as an crdinary resolution:

*That pursuant lo ASX Listing Rufe 10.1, Chapler 2E of the Corporations Act 2001 (Cthy and for all oiher purposes approval
is granted for the Comparty to invest up (o Aus$B.5 million in additional funds to subscribe for up to 425,000 further
proference shares (designated “Serles B Prelerred') in Angioblast Systems Inc, as dotailed in the Explanalory Notes
which accompanies this Notice of Extraontinary General Meeting.”

Resolution 2 - Further option to investment in Angioblast Systems In¢
To consider and, if thought fit, to pass Lhe tollowing resolution as an ordinary resoiution:

*That sa;_bjec:( {o the approval of resolution 1 and pursuant 1o ASX Usting Rule 101, Chapter 2E of the Corporations Act 2001
{Cih) ar;d for alf other purposes, approval is granted for the Company at its elaclion at any ime durlng the 15 months
following the passing of this resofution 10 invast up [0 a further Aus$5 rmillion in subscribing for ug to 250,000 additional
prfererce shares (designated “Serles B-1 Preforred”) in Angioblast Systems inc, as datailed ir the Explanatory Noles
which a'é:compambs this Nofica of Extracrdinary General Meating.”

HOW TO yOTE

A memt;:er may vote by altending in person, by proxy, by atlomey or (if the mernber is a bocty cormorate)
authorised representative.

All securities of the company that are quoted securities al 10.00 arm on 21 November 2008 (Melbourne time) are taken, for
ihe purposes of the general meeting, to be held by the persons who held them al that tirme. Only thase persons will be
entitled to vote al the general meating on Thursday 23 Novemnber 2006 or al any acticurnment of that meeting.

By Ordler of the Board:

%" : /[{(_/L;,

Kevin Hollingsworth
Comparny Secretary
20 October 2006



EGM - INFORMATION MEMORANDUM AND EXPLANATORY NOTES

These explanatory notes have been prepared to provide shareholders with sufficient informafion to assass the merits of
the: propdged resolutions confained in the accompanying nofice of Extraordinary General Meeting of the Company o be
held at The Windsor Hotel, 103 Spring Street Melbourmne on Thurscsay 23 November 2006 al 10.00 am,

'}
1. HESOLt.ﬁ'ION 1 - FURTHER INVESTMENT IN ANGIOBLAST SYSTEMS {NC
11 Background existing Anglobtast Series A Preferred shares

In Nmrember 2004 Mesoblast entered into d Stock Purchase Agreement fo invest up 1o Aus$10 million in Ang:oblasl
Systerns Inc (Angloblast} a company incorporated in Doelaware USA by way of a subscription for Series A Preferrad
Shares in"Angfoblast (Serles A Preferred) on ine ferms as described in Mesoblast's IPO prospectus dated 16 November
2004 {Prospectus)

The ierms of that investment provided, among other things, for the subscription by Mesoblast in instalments jor the Series
A Prefermed shares (which are conventible into 33 33% of the issued ordinary capital of Angioblasl) on the altainment by
Angiob!as"t of various milestones and adherance to an axpanditure program. Those milastonas have now bean completadd
and the ihls[almcnts have baen paid in full by Mesobiast (o Angioblast for the Series A Preforred shares.

On eampletion ty Angioblast of its IND Submission (as detailed below), the Series A Preferred shares held by Mesobiast
will auromdhcal}y converl into that number of ordinary shares in Angfoblast equivalent to 33.33% of the common stock of
Angtoblast on a fully difuted basis. For these purposes (and as provided in the Prospecius) "IND Submlssion” means the
conmpietion of bath of the following:

. A::ginlasl obtaining Investigational New Drug (IND) approval by the US Federal Food and Drug
Admiijistraiion (FDA) for the initiation of a cardiovascular clinical trial, and

. Angi@blam collating all material developed pursuant to the Angioblast Series A expenditure program and providing
that material to Mesoblagt in a form that Angioblast congiders {acling reasonably) would reasonably also suppon an
IND submission by Mesoabiast 1o tha FDA for the iniliation of an QOrthopaedic clinical trial.

The proposed investment by Mesoblas! in the Series B Preferred shares as contemplated by Resolution 1 does affect the
terms of the invesimant in the existing Series A Praferred shares, however the conversion righls attaching to the Series B
Preferred shares will dilute the percentage interes! under the Series A Pralerred shares (as delailed in section 1.5),

1.2 Backgmi.‘md - Common Technology Platform

Angiobias_:[ is the owner of various registered patents, palent applications and other i;ltelléctual property rights relating fo
proprietary adult stem cell lechnology (Common Technology Pilatform) and is focused on delivering the technology for
the l‘reahrient of Cardigvascular Applications. Mesoblast has an exclusive licance of this Common Technology Platiorm
(Orthopaedic Licence) lo develop and comimercially exploit thal inteflectual property in Orthopaedic Applications. Delails
of the Common Technology Platform and the rights of Mesoblast are summarised in the Prospectus.

Since the issue of the Prospectus, Mesoblast and Angioblast have confitmed the particular lissue types which are the
subject ot Mesablasts Orthopaadic Licance — being borne, leath, tendon, figament and canilage tissues plus any adjunct
or connagting tissues 10 such Onhopaadic tissues, in each case lo the extant which is necessary for tha struclure,
cossneticlappearance, functionality or operation of sueh Orhopaedic: tissues.

As a result of the exclusive Crihopaedic Licenca rights held by Mesoblast in the Common Tachnology Platform, Mesoblast
benefits Itbm a further investment in Angioblast both in oblaining a further shareholding in Angioblast (under the Series B
Preterred)', but also from Angiobilast's obligations under the terms for that further investment in applying the subscrption
funds for Iﬂte Series B Preferred shares o conlinued! developmaent and commercialisation of the Commaon Technology
Platiorm. ©

Fundamentally however tha purpase of the proposad furthos investment by Mesablast in the Series B Preferred shares is
o enablefAngioblast 10 focus on completing a Phiase it Clinical Trial in an agreed Cardiovascular indication which the
directors E! Mesoblasi believe should deliver significant Mesoblast shareholder benefit whilst maintaining the opportunity
to remain 1ndependen1 of third party pharmaceulical and medical device companies. This focus on Angioblast cormpleting

4 Phase 11 Clinical Triatt is rellected in the requisite new expenditure program that Angioblas! musi adhere to as par of the
terms for Mesablasts subscription for the Series B Preferred shares.
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Mesoblast by executing the 2008 Investmeni Documents (as described below) has agresd. subject fo oblaining prior
Mesablast Shareholder approval and subiject to Angioblast salistying cerfain new milestones, to invest up to Aus$s.5
million in additional funds by subscribing tor up to 425,000 further preference shares (dasignated *Serlea B Preferred).

The payrhents by Mesablast for the Series B Preferred shares are to be made in instalments upon the completion of
mileston;:‘s and that funds are required 1o be used directly for the continued development of the Common Technelogy
Platformm. {inclucing attainment of a Phase Il Clinical Trig submission 1o the FDA in an agreed Carciovascular indication)
and will NOT be distributed 1o Angioblast shareholdars.

The Series B Preferred shares wilt be issued pro rata to Mesoblast on receipt of the coresponding monetary instafments
i the szgme preportion that each of tha monetary instalments when expressed as a parcentage of the lotal suhseription
moneys 10 be paid for the full alfolment of the Series B Prefarred shares.

In aggre§a1a. where:

(&) all oflthe Angioblast milestones are satisfied and Masoblast has subscribed for all of the 425,000 Series B Preferrad
shares; and

(b) a Series B Conversion Event has ocourred (as detailed in schedule 2),

those Senes B Preferred sharas then held by Mesoblast will conver into that number of ordinary shares in Angioblast
equivalent o B.854% of the common stock of Angioblast on a fully diluted basis (see section 1.5 below).

A brief sg.':mmaw of some of the key larms for subscriplion of the Series B Praferred shares is containect in Schedule 1 1o
this Explanatory Memorandurn.

1.4 2006 In_\i?eatment Documents — Series B Preferred

The termis and conditions of the Series B Praferred are confained in the 2006 Stock Purchase Agresment, the 2006
Amended and Restated Investor Rights Agreement and the 2006 Amendad and Restated Ceriiflicate ol Incorporation for
Angiob!ést ('2006 tnvestment Documents”). The 2006 Investment Documents contain warranties and representations
from Angioblast in favour of Masoblast that are usual for documents of thair natura,

The 2006 Investment Ducuments were negotiated by the inciependent directars of both Angiobiast and Mesoblast.
Professor llescu did not participate in the Mesablast board delibaralions or negatiations given his material person intores
in the proposed transaclion dua to his shareholding in Angioblast,

A brief summary of some of the key terms and eonditions relating to rights attaching 16 the Series B Preferred shares as
containad in the 2006 Investment Documents is contained in Schedule 2 to this Explanatory Memorandum.

¢
1.5 Overview of Angioblast share capital structure
Where Mesoblast subscribes for all of the Series B Preferred shares, its 8.854% inlerast in the lolal share capital of

Angioblast (on conversion of the Series B Preferred shares) is in addilion 1o Mesoblast's curent 33% inferest in Angioblast
{under the terms of its Series A Praferred shares).

The corwersion of the Series B Preferred shares will dilule the existing ordinary shareholders of Angioblast and, as it is
likety the Series A Preferred shares held by Mesoblast will have converted prior to this dale, those Series A Preferred
shares hatd by Mesohlast will also be diluted by the conversion of the Series B Pretarmed shares.

In total therafore (assurning the prior convarsion of the Series A Preferred shares) where Mesobiast has subscribed for afl
of 1he: Series B Preferred shares and a “Series B Conversion Event® has occurred (as detailed in schedule 2), Mesoblast
wauld hold 39.236% of 1ha ordinary sharas in Angiobiast then on issua.



The table below provides an ovenview of the Angioblasi share capital struciure;

Current shareholding on
conversion of all of the

Projected on converslon
of the Series A Preferred
shares and the
suhscription / converslon

Series A Preferred of all of the Series B
sharea Preferred shares

Existing tiolders of ordinary shares

in Angioblast (excluding Professor Siviu ltescu)  9.538% 8.664%

Professor Sitviu Itescu hofding of ordinary

shares in Angicbiast 55.237% 50.346%

Serios A Preferred shareholding in Mesoblast 33.333% 30.382%

Series B Preferrad shareholding in Mesoblast N/A B.854%

Bxdsling Angioblast employes options

(assumirgg exercised) 1.892% 1.724%

Totat 100% 100%

Notes o share capitaf table:

{#) The curreni Angiobiast shareholdings {(including both Professor Sitviu ltescu and Mesoblast) wera disclosad in tha
2004 Prospectus issued by Mesoblast.

() The percentage shareholding by Mesablast arising in respect of the Series B Preferred shares is calculated on the
assurnplion that Mesoblast subscribes in full for all instalmoents of the Series B Preferred shares.

{c) The above table coes not include the impact of

(i)' any issue of preferred shares to Mesoblast on the exercise of the option for the Saries B-1 Preferred shares,
- which oplion is the subject of Resolution 2;
(ii}” any capital raisings in tha fulure by Angioblast in accordanca with the rights altaching to the Serias B Prafesract
- Shares as ouffined in schedule 2; nor
(iiy any subsequent options granted in the future by Angioblast to employees.
1.8 Indepenqgnt Expert's Report

Subject to’jlhe advaniages, disadvantages and qualifications contained in the inciependent Expert Report, Deloitle
Corporate Financa Ply Ltd has reviewed the proposal and has advised that in its opinion the proposal is fair and
reasonable 1o Mesoblast shareholders. Shareholders shoukd carefully read the iIndependen! Expert's Report, a copy of
which is set out in Schedule 3 to this Explanatory Memorandum, which report forms part of the Explanatory Memorancium.

In their repﬂort, Deloitte: Corporate Finance Pty Lid has provided an assessment of the of the value of Angioblast prior to
the funharfirxvesrrnent in the Saries B Prefarred shares to be in the range of $126.3 million to $153.7 million. Applying
thig rangé. DOeloitie Corporate Finance Pty Lid has assessed the value of an 8.854% interes! in Angicblast to have a low
value of Sb.a miition and a high value of $11.4 miilion — compared! to the net present valugtion 1o be peicd by
Measoblast which Deloitte Corporate Finance Pty Lid has assessod al $5.8 milton.




1.7 Ovarview adventages / disadvantages identified by the Independent Expert

While Mdgoblast shareholders should read the entire Deloitte Corporate Finance Pty Lid report, the following advantages
andd d|sadvantages have been idantified in that report —

Advantages identified

+  The proposed transaction provides Mesoblast shareholders with a further opporiunity to maximise their potential
aarnings from commercialisation of the Common Technology Piatform, while minimising the costs associated with
supporting the research and development.

+ The ‘f)roposed transaction is structured with a staggered payment structure aimed at reducing the risk o Mesoblast
and #ts shareholders,

s The ‘_proposed transaction also provides Mesotlast witf a free option within 15 months ot shareholder approval to
invest a further $5 rmilion in Angioblast {which oplion is the subject of Resolution 2).

Disadvantages fdentitied

+ The Deloike Corporale Finance Pty Ltd vatuation of Angicblast recagnisaes the substantial risks associated with pre-
dini;i:al stage projects. If a project does not reach a commarcial stage of development in future years, the valua of
Angi'ub!a‘;t is likely to be significantly lower than the valuation estimated by Deloifte Corporate Finance Pty Lid.

+ The mestment by Mesoblast in Series B Prelerred shares in Angioblast will have the effect of diluling Mesobiasts
ex:slmg 33.33% shareholding in Angioblast under the terms of the Seres A Preferred shares.

. Fnllomng the immestment, Mesoblast will continue to have a minorily interest in Angioblast and will be subject 1o the
nsks associated with baing a minarity shareholder,

i

*  The investment represents a further risk that Mesoblast is highly refiant on Angioblast to manitor the quality of the
rcsearch and devalopmant that is undartaken and Angioblast may polentially not act in the bast inlerasts of Masoblast
shareholders.

+ The“pfoposad transaction is fikely to increase the exposuro of Mesoblast to fluctuations in the Aus$ and USS
exc;pange rates.

1.8 Reasoﬁ for Investment and Board recommendation
1

Thes Mesobiast board believe Ihat the advantages of the further investiment in Angioblast in subsceribing for Series B
Preferred shiares outweighs the disadvantages. Even al the fowar end of the vaduation ranga by the Independent Expert,
the propcuad invesimant by Mesoblast in the Series B Praterrad shares is approximately 40% below the low valuation
prmndegi by the Independent Expert.

The proposed investment in Angiobiast is iatanded 1o enable both companies to progress theis technology 1o Phase Il
glinical Irials and in so doing retain independence fram large potential partner organisations, whilst unlocking potentially
signitic?nl vaiup for shareholders. This proposed further investiment by Mesoblast in Angioblast aims to creale a position
of strength for both companies trom which it is haped [hat they may attract interest from polential panner ofganisations.
H0wevér of coursa no guarantes is given that either Angioblast or Mesoblast will secure interest from partnar
organisations.

The Mesoblast board also balieve that the investor righls it has negufiated in the 2008 Invesiment Docurnents (a8
sumrng;rised in schadule 2) provide a balance to the risks associated with a minority shareholding. Further, irespeciive of
an additional investment in Angioblast, Mesoblast is a biotechnology company tocused on research and development
and rhe value of Masoblast shares reflects this focus and risk profile.

Tha Boé—xrd unarimously recormmends that members vote in favour of Resolution 1 - cther than Professor Silviu ltescu who
has absented himsell from the Mesoblast board deliberations concerning the proposed furthar investment in ihe Series B
Prefarred shares in Angioblast given his cross holdings in both Mesaoblast and Angiobilast.



| 1.9 Part 2E of the Corporationa Act 2001 {Cth) - Refated Party Transaction

Pursuani;lto Pant 2E of the Corporations Act 2001 (Cth {Act), the provision of any “financial benefit by the Company 10 a
‘redated party” of the Company requires approval by its members in accordance with the procedure set out in Part 2E.1
of that AGL.

As Pmles}fsor Silviu ltescu is a director of Mesoblast and alse a major shareholder in Angioblast Syslems Inc (Angioblast),
the Mesablas! board view Angicblast as a related party of the Company. Accordingly the proposed further investment by
Mmublaé%l in Angioblast by subecription for Series B Preferred sharas is 10 be trealedt as the provision ol a linancial benglit
by Mesoblast lo its refated parly (hamely Angioblast).

An apprdj.fal pursuant 10 Pant 2E of tha Acl requires the following information to be provided to Measobilast shareholders:

(a) The Félated parly to whormn the proposed resofution will parmit a tinancial benefit to be given:
Angio'b!ast Systens Inc (directly as it will be recewving the subscription fund's from Mesoblast) and Prolessor Silviu itescu
ﬁndi(écuy as a major sharehofder of Angioblast Systemns inc)

(b) The nature of the financial benefit:
The fflvestmenr by Mesobiast of upy 10 Aus$8.5 miliion in subscribing for Series B Preferred shares in Anglioblast

(¢) Restmmendations by each of the Directors of the Company:
Each of the Mesoblast Direclors recommends the proposed investment in subscription: for the Series B Preforred
sharés in Angioblast - other than Professor Siliu fescu who has absented himselt from the Mesoblast board
deﬁbférabbns conceming the proposed further investmant in the Serfas B Prefermd sharas in Angloblast given his
pomqnal interes! in the fransaction (arising kom his shareholding in Angioblast).

(d) In refalion o each such Director, heir interests in Rasolution 1:
Apart from Professor Siviu tescu, none of the Direciors of tho Cornpary have any material inferest in the outcoms of
Resolution 1. Mr Donal O'Dwyer (a director of Mesablasi} is Masoblasts nominee (o the Angioblast Board and as a
direcior of Angioblast recenes diractors fees fom Angioblast arxd has been graniad cenain options io subscribe for
sharés in Angioblast. The Mesoblast board ragards the interasts of Mr Donal O'Dwyer as immeaterial,

2. RESOLUTION 2 - FURTHER OPTION TO INVESTMENT IN ANGIOBLAST
2.1 Further Option

Angioblast has also granted Mesoblast an option tor Mesobilast 10 invest a further amount {up to Aus$S milion) at its
discretion by subseribing for a further series of reference stock in Angioblast {*Serles *B-1" Preferred-) to support
additionér funding ter Angicbiast leading up 1o complation of Phasa I Clinical Trial. This aplion expires 15 months after
the date _:of approval of Resolution 2 by Masoblast shareholders.

Prior to Mesoblast being able 1o exercise this option, Angioblast must firs) have nolified Mesoblast of its actual
expenditure in refation to the Phiase H Clinical Trial Repart {as compared fo its expenditura program), the delails of the
anticipated axpanditure neaded to produce the Phase 1| Clinical Trial Repon and then agrea with Mesoblast exercising
this option.

It is the intention of the Mescblast hoard that this option would not be exerclsed uniess Mesoblast was abie to
access additional funding which did not impact on Mesoblast's current proposed Phase il Clinlcal Tral in an
Orthopaedic indicatlon.

2.2 Price ar!& conversion

The Sarigs B-1 Preferred Stock shall be purchased for the same price per share as the Series B Praferred (namely
Aus$20.00) and shall hava substantially the same terms as the Seres B Preferred Stock, except for their conversion rate
into ordinary shares in Angioblast. The conversion rate shall be equal to the lower of

(a) tha r_éfue being 10% higher than the conversion rate of tha Series B Preferred, and

(b} any dther price agreed between the Company and Mesoblast and if not agreed within 14 days of an exercise nofice
from Mesobiast, it will ba deemed to be that rate specified in paragraph {a} above.




2.3 lndependent Expert Report

Subpct to the attvantages, disadvantages and qualifications contained in the independent Expen Report (atlachad as
scmdulp 3). Deloilte Comporale Finance Pty Ltd has provided an opinion thal the option and an investment in the Series
B-1 Preferred shares is fair ard reasonable to Mesoblast sharsholders having regard to the valuation range assessex!

for Angioblast.

Mesoblés! shareholders should carefully read the Independent Expert Report in its entirety. Mesoblast shareholders
should have regard to the advantages and disarvantagas identified in the Independent BExpert Report (and as referred to
earlier in this Infosmation Memarandum).

!

2.4 Overview of comments by the Independent Expert re Option

While Mesoblast sharsholders should read the entise (ndependent Expert Raport, Daloitte Corporate Finance Pty Lid have
in respect of the Series B-1 Preferred Option ("option™) noled that -

» No premiurn is to be paid for the grant of the option
+  Angioblasi must agres to Mesoblast exercising the option
+  In their opinien the value of the Series B Prefarred Shares is more than 10% higher than the price payable by

Mesoblast, which implies the exercisa price under the option is currently nof greatar than the value of the Series B
Preferre(j Shares assessed by Daloilte Corporale Finance Pty Lid.

a

25 Reason“;for further investment and Board recommendation

Tha optién for Mesobslagt lo make a further invastment in the Series B-1 Preferred shares enables Mesoblast to incroase
s s.hdrehordmg interast in Angioblasi al a valuation which is comparable to the valuation used for determining the issue
price of !he Series 8 Praferred shares.

It shoui:j be noted that Mesoblast is under no obligation o exercise this option and given its 15 month term. it allows
Mesobléfst to monitor the continued research and development work of Angiohlast in assessing whather 1o exercise this

option. |

Assumir{g no additional securities issued by Angioblast if exercised the option to acquire the Series B-1 Preferred shares
would rej:sun in the issue of 250,000 Series B-1 Preferred shares in Angioblast (o Mesoblasl which equates to
app:oxirhate!y 4.687% of the issued share ¢apital of Angioblast on a fully diluted basis. In aggregate, combinad wilth
Mesoblast's percentage holding pursuant to both the Series A Preferred shiares and the Series Preferred shares, on
exercise'of the option to acquire the Series B-1 Prefermad shares and assuming the conversion of all preferred shares into
ordinary :shares, Masoblast would then hold approximately 43.929% of the ordinary shares in Angioblast on issue.

Tha Board unanimously recornmends thal members vola in favour of Resolution 2 - other than Profassar Silviu ltescu who
has absented himsell from the Mesoblast board daliberations concaming the proposed furthar investment in the Serdas B
Prefened shares in Angioblast given his personal interest in the transaction.

2.6 PART 2E OF THE CORPORATIONS ACT 2001 (CTH) - KELATED PARTY TRANSACTION

As oullined in section 1.7 above, the provision of any “financial benafit by Mesoblast to a ‘refated party” requires prior
shareholder approval in accordance with the procedure set out in Part 2E.1 of the Corporations Act.

For the f;:;asons outfined in section 1.7, the option (and its exercise) relating to a possible further investiment by Mesoblast
in Angioblas! by subscription for Series B-1 Preferred shares requires prior Mesoblast shareholder approval in accordance
with Part, 2E.1 of the Act.

An approval pursuant 10 Part 2E of tha Acl requires the following information to be provided to Masoblast shareholders:

(&) The r'élated party to whom the: proposed resolution will permit a financizl benefit to be given:
Ang.-obfast Systams Inc (diroctly} and Professor Sikiu tescn findireclly as a major sharehiolder of Angnobiasf
Squms Inc)




(b} The nature ot the financial benefit:
The investment by Mesobilast of up 10 up 1o Aus$S million in subscribirng for Seres B-1 Preferred sharas in Angroblast

{c) Recormnendalions by each of the Direcfors of the Company:
Each 5f the Mesoblast Directors recammends the proposed invastment in subscriplion for the Seres B-1 Preferred
shares in Angioblast - other than Professor Siviu tescu who has absented! himself from the Mesoblast board
dafiberations conceaming the proposed further investment in the Serios B-1 Praforred shares in Angioblast given his
personal interest in the transaction.

{d} Inrelation 1o ¢ach such Director, their inferests in Rasolution 2;
Aparl #om Professor Siviu ftascu, none of the Directors of the Company have any material inferast in the outcoms of
Resolition 2. Mr Doral ODwyer (a director of Mesoblast) is Mesoblast's nominee o the Angioblast Board anki as a
dn‘mctér of Angioblast raceives dirpclor's lees from Angioblast and has been granted cerain opfions lo subscribe for
sham.é in Angrioblasi. The Mesoblast board regacds the inlerests of Mr Danal O'Dwyar as irnmaterial

a. VOTING{_EXCLUSiON

In aceordance with the ASX Listing Rules and section 224 of 1he Corporations Acl, Mesublast will disregard any votes cast
on either Resolution 1 ar Resolution 2 by:

+  Professor Siviu lescu; and
« any aé.sociale of Professor Silviu ltescu.
However ijldesoblast need not disregard & vote if:

+ tis cast by a person as a proxy for a parson who is antitled 1o vote, in accardance with the directions on the proxy
form; or

+ itis case by the person chairing the meeting as proxy for a person who is anliled to vote, in accordance with a
direction on the proxy form [o vota as tha proxy decides.

4. FURTHER INFORMATION

The directors of the Company are not aware of any other information which is refevan (o thae consideralion by members of
the proposed resolutions set out in the notice of ganeral meeting.

The directors recommand mombers read these explanatory notes in full and, if desired, sock advice from their own
independent financial or legal acviser as {o the elfect of the proposad resclutions betore making any decision in relation to
the propased resolulions.

 SCHEDULE 1
KEY SUBSCRIPTION TERMS FOR THE SERIES B PREFERRED SHARES

i
The Senns B Prelerred shares will be issued pro rala o Mesaoblast on receipt of the corresponding monetary instalments
in the same proportion thal each of the monetary instalments when expressed as a percentage of the 1otal subscriplion
moneys to be paid for the full alloiment of the Serigs B Preferred shares.

al ()

The first saries of payments (totalling Auss3 rmillion) for the Series B Prafesred shares dre to be paid by Mesoblasi to
Angicblast by instalments as tollows:

(&) Aus31 million on approval by members of Mesoblast of Resolution 1 (‘Initial Payment”), and
p

{b) the balance in fiva (5) equal quanarly instalments of Aus$400,000 commencing tha first quarter following the payment
ot the Aus$t miltion under (a} above.

Angioblast is required 1o apply these funds 1o development and commercialisation of the Commen Technology Platform.



Second series of Instaiments

The tsecbnd sefies of instalments by Mesoblast for the Series B Prefered shares is to be used by Angiobilast for the sule
purpoce of achieving Phase || Clinical Trial Report in the agreed cardiovascular indication using the Common Technology
PlaI!Orm

Subject 1o Angiobiast first obtaining IND Clearance from he FDA to commence tha Phase Il Clinical Trial, the sacond
serias of instalments {fofalling of Aus§5.5 miliion) will enly be paid to Angioblast as may be needed from time to time for
Angiobiést to achiave the Phase il Clinical Thal Report using the Common Tachnalogy Platterm in accordance with the
Expendilure Pragrarm agread by Mosablast and Angioblast, In this context:

‘Phase Il Clinlcal Trial Report' means in respect of the agreed Cardiovascular indication, the collation of all necessary
tlata (mcludsng patient data) associated with the primary end point and 1he delivery of a clinical trial report analysis of that
data, which if the rasults were positive would have supporied the submission of an IND dossier to the FDA lar the next
phase q{ clinical development.), and

“Expenﬁlture Program” risans Angioblast's proposed development program refated to Angioblast's first Phase 1) clinical
trial in the agreed indication (Phase 11 Clinical Trial) which shall incfude main internal and third partyfcontract activities,

milestones and budgel amounts associated with such main activities,
i

All Series B Preferred Instalments

Mesoblast shal ba under no obligation o subscribe for Series B Praterred for so long as Angioblast is in matarigl defaulf
of any of its obligations under the 2008 Investiment Documents.

it Ang;oblast falls to cornplate recruitment of patients for the Phase || Cinical Tral within 24 rmanths of commencement of
that trial or faifs to comply with the Expenditure Program:

(a) the balance of the Series B Preferred shares not already issued to Mesoblast will immecdiataly be issued 10 Mesoblast
for no further payrnent by Mesoblast, and

b} the Series B Preferred shares issued to Mesoblast will al the option of Mesoblast be convertible into ordinary shares il
and when nominated by Mesoblast.

it
i

SCHEDULE 2
SERIES B PREFERRED SHARES
RIGHTS ARISING UNDER THE 2005 INVESTMENT DOCUMENTS

12

Ditend gt

Holders of tha Series B Prefarrad shares are entitled, in priority to holders of common stock, o raceive any dividends
tledlared by the board of Angioblast up fo the Series B Valuation Price of each share (calculated by formula in the 2006
Invesiment Docurments 1o be Aus$53.403 per share) (‘Serfes B Valuation Price'), subject 1o cerain adjustments.

Voting:

Holders of the Series B Preterred shares have the same voting rights (on an as converted basis) as holders of common
slock.

Angioblas! must obtain the approval of the holeers of a majority of the Series B Preferred shares before undertaking
cerlain actions. Those actions include amendments of the Certificale of Incorporation which adversely atfect holaers of the
Saerigg B'Preierred shares, increasing or decreasing the authorised number of Series B Preferred shares, payment of
common stock dividends without first satistying all outstanding preferred dividends due 1o the holders of the Series B
Preinrred shares, the creation of any class of equily ranking equal to or above Series B Prelerred shares, the voluntary

ﬁquzdahon or winding up of the corporalion and the entry info any agreements or arrangements with third parties ralating
o Angioblast infellectual properly righis without tha prior consent of Masoblast.

Liquidation:

On a liquidation or winding up of Angioblast holders of the Series B Preferred shares are entitled, in priorty to holders of
comiman stock, to receive the net assets of Angioblast (afler salistaction of all iabiities) up to the Series B Valuation Price
(plus declared but unpaict dividends, subject to certain adjustments), with any remaining balance to be distibuted to
common.stock holders pro rala based on their proportionate shareholdings.




Rilution;
Memhlasi ownership of shares in Angiobtast arising from the comwersion of the Series B Preferred
("Series B Ownership) may be diluted to reflect

(&) where al any lime Megoblast has not yet subscribact for all of the 425,000 Serias B Prefarred, in which case the
Se:iel's B8 Ownaership by Mesoblast shall be equat tn the number of Series B Praferred shares issued to Mesablast
expressed as a parcentage of 425,000, and

{2) any dilution contemplated by the permitted Angioblast capital raising described below or to the extent arising as a
res.ult of the exercise by Masoblast of its option (6 subscribe for the Serfes B-1 Preicrred shares as defailed in
Flesoiunon 2.

All SGFIQS B Preferred thén on issue will convent to ordinary shares, the total of which will give Mesoblast an additional
8.854% mterest in the tofal issued capital of Angioblast, {subject to a dilution for any capitad raising as outlined in Schedule
2)on rhe nccurrance of either of the nflowing events:

{iy Ang»oblast becornes listed on a recogmised exchange ("Listed” or *IPO”) or underiakes a “change in controt' of
Angroblast (beingg 50% changa in shareholcting due 1o a transfer of Sharaes, not an issue of new shares ), and at
lbast 60 days prior fo such automalic conversion of the Sares B Preferred shares, Mesoblast is given written
:ﬁ)tice of the conversion event, in which case Mesoblast may (but is not obliged) within 14 days from receipt o
1har notice elect (o subscribe and pay no fater than 45 days frorn the date of an election notice by Mesobiast for
(énd Angioblast shall issue) the balance of the Series B Preferred (nof yet subscribed and issued);

{ii) e ompiell_m by Angioblast of recruitment ot patients for the Phase il Clinical Trial as mandaled by 1he FDA and al
least 50 days prior 1o such automalic conversion of the Series B Prefarred shares, Mesoblast is given written
notice of the conversion evant, in which case Mesoblast must within 45 days from the dale of that notice
suibscribe and pay for (and Angioblast shall issus) ihe balance of the Series B Preferred shares comprising the
(hot yel subscribed and issued).

+

Alter convarsion of the Serias B Praferred shares held by Mesoblast into ordinary shares in Angioblast and in the absence
of any bu'bsgquont IPO or change of contral, should Angioblast fafl o deliver the *Phase |1 Clinical Trial Report™ within
39 monihs from first patient recruitment, then additional shares in Angioblast must be immedialely issued to Mesoblas! as
if the converflon formula of Series B Preferred {i.e. 1o a total of a further 8.854% of the issued capital of Mesoblast), was
doutled (resmung i a corversion factos of 17.708%). ‘

1

Angloblast Board decisions:

o B
The Mesablast neminated direciors on the board of Angioblast have an effective dght of veto with raspect to a range of
matenal dacision making areas of Angioblast, inctuding:

(@) the a}jopiion of, and any armendments to, the Annual Program (as it relates to obitaining IND Clearance and oblaining
a Phase Il Clinical Trial Report}),

(b} the eniry by Angioblass inlo any fransaction which directly or indiseclly provides a matesial financial benefit (in cash or
in kirnd}) to any directons. any stockholder of Angioblas! or any assnciate of them,

(e} the v:érialion al any obligations, rights or enfitlements aftaching to any shares in Angioblast,

(d) the arqwsﬂmn by Angioblast of an equity interest in a bugsiness or another company for an amount equal to or greater
than Aus$1 000,000 (individlually or in aggregate),

(&) any rmtenal transaction in respect of Angioblasts Intellectual Property or any Future intefleciual Propenty,

h a transa: fion or geries of related transactions involving the transfer by Angioblast of an assel or assefs having an
aggregam book or marke! value (whichever is the greater) equal to or in excess of Aus$1,000,000 (individually or in
aggrggate}

4

(@) the c’ripah’on of any security interest (such as a morigage, pledge, lien, charge, assignment by way of security,
prefereﬂt:af right or ather arrangement) over an asset (including without limitalion lts Intellectual Property) of
Angioblast,

13



i+

(h) Angichlast entering into a commitment or liability which is not in fhe ardinary cowrsa of ils business (some exceplions),
A ’

(} declaration of any dividends, and

)] any;}nazerial divergence from, or material variation to, the Expendilure Program.

]

q :
The Angioblast board of direstors currently consists of 4 directors. The Angioblast constifution provides for the board of
dire(:tors to consist of up (o 6 diractors.

The holdors of Angioblast common stock have the rlghi to efect two directors.

The hnlders ol the Series B Preferred shares (being Mesohlast) has elected one direclor to the board of Angioblast wilh
fhe Anguoblast Constitution providing a right for Mesoblast to elect a second in the near future. Pending that second
dppomtmerst (and during any vacancy of a second Mesoblast reprasentative from the Angioblast Board) ine Mc,eohlae,i
R:.presentahvo on lhe board bas a voting eniitlernent of 2 members of the board (i.e. 2 votes).

These anmlemems ot Mesoblast to Board representation shall remain and correspond to the following holdings by
Mesobiast in the aggregate, of preference shares or ordinary shares as a percendage of the lotal number of the then
issued ordmdry shares in Angioblast:

{i) t:{wo {2) board seats for so long as the percentage is graater than 33%:

{iiy :r')ne (1) board seat for $0 lang as the percentage is less than or equal to 33% but grealer than 6%, and

(iii} ﬁo board seats il the perceniage is less than or equal 1o 16%.
Al Angifiblast shareholders (irespective of class of share / slock) veting together on an as-converted basis, will slect the
fifth dliregtor,
1f there is to be a sixih ddirector, that sixth director will be the chief executive officer of Angioblast and shall be elecied or
removec’; by maijority vale of the Angioblast Board excluding the chiel executive officer,

Any dec{i_sson after conversion of the Sefies B Praferred o increase the number of directors to a number greater than & will
require the majarity decision of the holders of common stock, providad that where the nurmber of directors on the board is
increased above six (6}, Mesoblast will have a right to nominate that number of directors on the board in the sarme
proporﬁbrs as its shareholding compared to the total number of issued ordinary stock in Angioblast.

» Bestrictions on Further Capital ralsing by Angloplast;
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Angiobiést, with approval by a majarity of the Angioblast board of direclors (nole the above Mesoblas! voling
emﬁﬂem'ents). may al any time issue new shares pravided il compfies with 1he following provisions:

'Deﬁnmon. For these purposes of the below permiftad Angiioblast share issues, the “Series B Upround Valuation™ at

any parhc ular tima is deemed to be the greater of:
{i) t_pe Series B Valuation Price plus 20% ; and
3

(it the Serios B Valuation Price increased by any percentage increase in the 4 conseculive manih volurme waighted
fc_%verage price of the publicly traded ordinary shares of Mesoblast, measured as of the 4 months ending on the
date of the Initial Payment, as comparad to the 4 monihs ending on (he date of the new capital raising ty
Angioblast or share ranster in accordance with Ibe 2006 fnvestment Documents (as the case may ba)

Future Uground Capital Raising by Angioblast - If Angioblast shares are to be issuad al a value that is greater than ar
equal 1o'the Series B Upround Valuation, prior Mescblast approval is not required if:
(i t"r'we aggregate capital raise is for at Jeast an aggregate of $5miltion;
(i) me ofter is for cash only, in return for which Angioblast is only lo issue Angioblast shares providing they have
r:ghze junicr or equal ({in all respects including time and enfilemants) to the Saries B Preferrad shares, and

i) fp; tha period of 2 months from the date of the issue of Angiobiast shares under an upround Mesoblast has a
right (o subscriba for kuther Angioblast shares o maintain its percantage equity on a fully diluted basis on the
same terms as the capital raise,




Future Downround Capitzl Ralsing by Angloblast - IF Angicblast shares are to be issued at & value ihat is lower than
the Series B Valuation Prica, prior Mesoblast approval is not required if:

(i) the proposed issue is after 30 June 2007 and Mesoblast is first oftared the right by Angioblast by written
notice (Downround Notice) to exercise its Option to Series B-1 Preferred within 30 days of receipt of Mesoblast
of the Downround Notics [0 1ake up turlher Angioblast shares in Angioblast at the proposed prica of the
Angicblast shares proposed by Angioblast for that downround (Downround Price);

(i) the downround issue is made within 8 months of Mesoblast failing to exercise its Oplion in accordance with
paragraph (i) abova and is on terms no more favourable than the Downround Price offered to Mesoblast;

{iiiy is for cash only, in return for which Angioblast is only to issue Angioblast shares providing they have righis junior
or equal {in afl respects including time and eniitiements} to the Series B Preferred shares,

{iv} the capital raising does not exceed an aggregate issue price of $5 million,

{v) fdr tha period of 2 months trom the date of the issue ol Angioblast shares under a downround, Mesablast has a
right to subseribe for Turther Angioblast shares 1o maintain its percentage squily on a fully diluted basis on the
same terms as the capital raise, anc

{vi) in any event Lthere is no dilution of Mesoblast's Saries B Prefarred share rights until all Series B Preferred shares
are issued and converted into ordinary Angioblast shares.

Future Flat round Cepital Ralsing by Angloblast - I Angioblast shares are to be issued at a valua that is less than the
Serias B Upround Vialuation bul greater than or equal lo the Series B Valuation Price, prior Mesoblas! approval is not
raquired if;

{iy the offer is for cash only, in return for which Angicblast is only to issue Angicblast shares providing they have
rights junior or equal {in all respects including firme and entitiements) to the Series B Prefarred shares,

{ii) lh% aggregate capilal raise is for at least an aggregate of $5rnillion,

(i) tor tha pericd of 2 months from the date of the issue of Angioblast shares under a flatround, Mesoblast has a right
1o subscribe for further Angiobiasl shares to mainiain its parcentage aquity on a fully diluted basis on Ifwa same
terms as the capital raise, and

(iv} 1here is no dilution of the Mesoblast's Series B Preferred share rights until all Series B Prelerrad shares are issued
ang! converled into ardinary Angioblast shares.

It Angioblast issues any Angioblast shares as contemplated by the 2006 Investrment Documents, it shalt only do so if
Angioblast reasonably determines, in its sole discretion, that the invesiment is for an apptication that will not prevent or
detay Angioblast from executing the Phase Il Clinical Trial in substantial compliance with tha Expenditure Prograrm.

These restrictions on issuing Angioblast shares cease upon the canversion of the Series B Preferred into Common Stock.

General Transfer Provisions

Regardiess of whather thiere are any Series B Preferred shares on issue, transfers of shares in Angioblast are also subject
to tha following provisions:

{a} Exvept as alieady disciosed to the boartt of Angioblast prior to the date of enlry into the 2006 Investment Documents
in reshe:ct of any existing rights and unless approved by a majarity of Angioblast shareholders (including the righl of
Mesablast 10 vole on a tully diluted basis), there shall ba no iransfers by any shareholdear until completion by
Angioblas! of patient recruitment for the Phase Il Clinical Tnaf;

(b} No Angioblas! shareholder has any pre-emplive rights;
(c) Transfers may only ba for cash or shares in & company listed on a recognisad stock exchange;
(d} Tag Along Rights apply 1o any Angioblast sharehokder or option holder wishing 1o sell ils Angioblast shares or apfions:

(@) Drag Along Rights apply wilh respect to a proposed sale by a holder (or holders in aggregale) af a maiarity of
Angiobiast sharas, .
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_ Permiited Translers:

Despil‘a‘aw of the above provisions: .

(&) Prior to completion of recruitiment of patients tor the Phase I Clinical Trial any Angioblast shareholder (inciuding
Mesoblast) may transfer up o one third of their then current shareholdting (after lirst securing "Majority Angioblast
Shéi’eholdar‘ approval being approval from the holder or holders in aggregate of more than 50% of the isguect
Aﬂgmhla«.t shares) provided:

{i) ihe Angioblast shares are transterred for & price agqual 1o or greater than the Series B Upround Valuation,
{iH me transteree or beneticial owner is not a competior of Angioblast or Mesoblagi, and

{ii)) |n the case of a ransfer to a "Strategic Investor” any related or associated translereas (or beneficial owners)
in aggregale do not own more than 10% of tha share capital of Angioblast alter the transfer,

in whlch case Tag Along Rights and Drag Afong Rights shall not apply, and
b

B

Aitcr completion by Angioblast of recruitment of patients for the agreed Phase li C!mural Trial any Angioblast
°hcareholder may iranstar some of thair shareholding, in which case the Tag Along Rights and Drag Along Rights
vhall apply, and

c) At any time, & proposed sale by & holder {or holders in aggregate) of a maijority of Angioblast shases is permited,
in which case the Tag Along Righls and Drag Along Righls above shall apply

For the purposes of this section,

‘Drag Aiong Rights* relor o the ability of a Majorily Angioblast Shareholder (alter completion by Angicblast of
reciuitment of patients for the Phase | Clinical Trial) who wishes Lo accept an offer from a third party 1o purchase afl of the
Majority Shareholders Anglablasl sheres (and or options) to compal alt other shareholders 1o sell their Angioblast shares
o tha séma {hiret party at the same time and on tha sarme torms as the Majority Angioblast Shareholder,

Tag Aidng Rights” refer to the requirenant upon all Angioblast Shareholders who receive any offer from a third party (a
"Selling Sharehotder’) to purchasa their Angioblast shares (alter completion of recruitment of patients for the Phase 1l )
Cinical Tnal} to advise all ofher Angioblast shareholders (*Other Sharefiolders®) of the third party offer and advise those
Othar Sharemldors thal they may chose to requira tha Salling Shareholder fo raquire tha third party to also purchase the
shares owned by those Other Sharmokjers'(un the same terms and at the same lime)

" .
- 4

Conttnulng Mesoblast Rights: v

Cn conversmn of the Series B Prelesred shares, all of the abova restrictions on transfers of Angicbiast shares shall
tonhnue to bind all shareholdars of Angioblast until a Change in Contred of Angioblast occurs (being & 50% ¢hange in
shareholting due (o a fransler of existing Angioblast shares, not an issue of new Angioblast shares) or an IPO and listing
of Angioblast on a recognised stock exchange (subject to compliance with applicadle reguiatory requirements).

1
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Financial services guide

26 September 2006

What is o Finaocial Services Gaide?

This Finnnciat Suwiccs CGuide (“FSG™) is an important document thee purpose
of which is 10 assist yau in deciding whether to use any of the general
financial product ad\’lcc provided by Deloitle (_nrpomm Finance Pry Limited
(ABN 19003 833 127). The use of “we™, "us”™ or “our™ is a reference to
Deloitte Corporate Finance Pty Limited as the bolder of Australian Financial
Services Licence (“AFSL™) No. 241357, The contents of this FSG include:

*  who weare and hdw we can be contacied

»  whal services we nrc authorised 10 provide under our AFSL

e how we (and any mhcr relevant parties) are remunerated in relation to any
genera) financial pmduu advice we may provide

«  dclails of any potential conflicts of interest

«  details of our internal and extermal dispuie resolution systems and how
You can necess them,

Information about us,

We have been engaged by Mesoblast Limited to give gencrat financial

product advice in the form of a report te be provided 1o you in connection

wilh the Proposed Tragsaction with Angioblast Systems Inc. You are not the
party or parties who cngaged us (0 prepare this repon.. We are not acting for

any persan other than the party or parties who engaged us. We are requised 10

give you an FSG by law because our repon is being provided © you. You

may contacl us using the details located above.

Deloitte Corporate Finance Pty Limited is uliimately ownted by the Austratian

parinership of Deloitte Touche Tohmatsu. The Australian partnership of

Delnitte Touche Tohmatsy and its related entitics provide services prinarily

in the areas of aodit, tax, consulting, and financind advisory services. Our

direciors may bhe parmus in the Austratian partnership of Deloitte Touche

Tohmatsu.

The Australinn pnrmcmh:p of Deloitte Touche Tohmatsy is a member firm of

the Deloitte Touche Tohmatse Verein. As the Deloitte Tooche Tohmatsu

Vercin i5 o Swiss Vcr‘cm (association), neither it nor any of its member firms

has any liability for cach other's acts or amissions. tiach of the member firms

is & sepamie and independent fegal entity operating under the names

"Deloite,” "Deloitte & Touche,” “Deloiite Touche Tohmalsw,” or other

refated names, .

The financial product advu.e in our report is provided by Deloitte Corporate

Finance Pty Limited nnd nol by the Ausiralian panmrshlp of Deloitte Touche

Tohmatsu, ils related cnnuce or the Detoitie Touche Tohmatsu Verein.

We do not have any formal associations or refationships with any entities that

are issucrs of tinancial products. However, you should note that we and the

Anstralizn parmership of Deloitie Touche Tohmatsn (and ts related bodics

corporate) may from time to time provide professional services to financiat

pmducl iSsuers in the urdmazy course of business.

What financial services are we licensed ¢o provide?

The AFSL we hald amthorises us to provide the following financial services 1o

both retail and wholesale clients:

* 1o provide financial product adviee in respect of sceurities, debentures,
stocks or bonds Bsued or proposed 10 be issued by the government and
interests in managed invesiment schemes including investor directed
portinlio schemes |

* todealinafi nancna! product by arranging for anotfier person to apply for,
acyuire, vary or d:sposc, of financial products in respeet of securities and
deheniures, stocks or bonds issued o proposed to be issued by the
_lm'.emmeul

Information shout the g geacral Mnancial prodoet advice we provide

‘The financial product ar.lnu. provided in our report is known as “general

advice™ beeause it does not take into account your personal objectives,

fimancial situation er nceds. Yon should consider whether the general advice
contained in our rcpurt is appropriate for you, having regard o your own
personal objectives, financial siuation or needs.

Liow are we and our employees remnuncrated?

Our fees are usually determined on an hourly basis; however they may be a

fixed amount or derived using enother bagis. We may also seek

teimbursement of any out-uf-pocket cxpenses inenrred in providing the
services.

Fee arrangements are agreed with the party or parties who acially engage s,

and we continm obr remuncration in a written letter of engagement 10 the

party or parties who aciually engage us.
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ABN 19603 833 127
AFSL 241457

180 Lonsdale Street
Melbourna VIC 3000

GPQ Box 78B

Mebaume VIC 3001 Australia

Neither Detoifte Corpornie Finance Pry Limited ner its dircctors and officers,
nor any related bodies corporate or associates and their directors and officers,
receives any commissions ot other benefits, cxeept (or the fees for services
rendered to the party or parties who aclually engage us. Our wotal fees are
$72,500 {including the fees applicable to Acuity Technology Management Pty
Ltd), excluding GST, and will atso be disclosed in the relevant PDS or offer
document prepared by the issuer of the financial product.
All of our employees receive a salary. Our employees are cligible for annual
salery increases and bonuses based on overall performance but do not receive
any canunissions or other benefils arising directly from services provided to
vou. The remuneration paid to our directors reflects their individual
cunfribution to the company and covers all aspeets of petformance. Our
directors do not receive any commisgions or omer benefits in connection wilh
our advice.
We do ntot pay commissions or provide sther benefits to other parties for
referring prospeetive clients to us.
What should you do if you have # complaint?
If you have any concerns regarding our repart, you may wish to advise us.
Our internal complaint handling process is designed 1o respond 10 your
concerns promptly and equitably. Please address your complaint in writing
to:

The Complaints Officer

Practice Protection Grroup

PO Box N250

Grosvenar Place

Sydncy NSW 1220
If you are not satisficd with the steps we have laken 1o resolve your
complaint, you may contact the Financial Industry Complaints Service
("FICS7). FICS provides free advice and assistance to consumers (o help
them resolve complaints relating to members of the financial services
industry. Complaints may be submitted (o FICS at:

Financial Industry Complaints Service

PO Box 579

Collins Streer West

Melbourne VIC 8007

Telephone: 1300 780 303

Fax: +61 3 9621 2291

Internet: plip/Avww fics asn an
If your complaint relates 10 the professional eonduct of'a person who s a
Chartered Acconntant, you may wish to lodge a complaint in writing with the
Institute of Chartered Accouniants in Australia CICAAT™). The ICAA is the
professional body responsible for setting and upholding the professional,
etltical and technical standards of Chartered Accountants and can be contacied
al:

The Institute of Chartered Accountants

GPO Box 3921

Sydney NSW 2001

Telephone: +61 2 9290 1344

Fox: +61 29262 1512
Specific contact details for bodging a cump[nant with lhc, ICAA can bc
obmained from their website at hilp: a7 X
The Ausiratian Securities and Investnients (_ammxssmn ~ASIC™) rcgulalc>
Australizn compunies, linanciel markets, financial services organisations and
professionals who deal and advise in invesunents, superannuation, instirance,
deposit aking and credit. Their website contains information on lodging
complaints about companies and individual persons and scts out the types of
complaints handled by ASIC. You may contact ASIC as follows:

Info fine: 1 300 300 630
Email: |nf;z|mg(’g\gs|g g g"

Internet;




Dealoitte Corporate Finance Pty Limited

ABN 19 003 833 127
AFSL 241457

180 Longdale Street
Melboume VIC 3000
‘ GPO Box 78B
: Meiboume VIC 3001 Australia

DX 111

Tel: +61 (0} 3 9208 7000
| . ' Fax: +61 (0)3 5208 7718
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26 Septe!l?nber 2006

Dear Directors

Indepéndent expert’s report

lfntrm!;zhction

Subject tb shareholder approval, Mesoblast Limited (Mesoblast or the Company) has agreed to make
an addmonal equity injection into Angioblast Systems Inc. (Angioblast), a US based company in

which Mesobla51 currently owns 33.3%. In addition, Angioblast will separately grant an option fo
Mesoblast to injection up to an additional $5 million (together, the Proposed Transaction).

Under the Proposed Transaction, Mesoblast will inject up to an additional $8.5 million (in
1nslalmenis) into Angioblast, and, as a result, its interest in the equity of Angioblast will increase
from 33.3% (in stages) up 10 39.2%, via the issue of additional preference shares (Series B Preferred
shares) 1q Angioblast (Additional Investment in Angioblast). In addition, Angioblast will issue an -
option to,Mesoblast to invest up to a further $5 million into Angioblast, via the issue of a further
series of bref"erence shares (Series B-1 Preferred shares) (further opfion to invest in Angioblast).

Mesoblast and Angioblast share a common signiftcant shareholder (Professor Silviu ltescu) and
common DII‘ECIUIS (Professor Silviu Itescu and Mr Donal O’Dwyer).

The mdependent directors of Mesoblast (the Independent Directors) have requested Deloitte
Corporaté Finance Pty Limited (Deloitte) to prepare an independent expert’s report advising whether
the Proposed Transaction is fair and reasonable to holders of Mesoblast’s ordinary securities whose
votes are not to be disregarded (non-associated shareholders).

Purpo§e of the report

Chapter 10 of the Listing Rules (the L:slm;, Rules}) of the Australian Stock Exchange Limited (ASX)
reqaires, 'when a related party transaction is proposed, the preparation of a report by an independent
expert stating whether the proposed transaction is fair and reasonable to the non-associated
shareholders. The Independent Directors have requested Deloitte 10 provide an independent expert’s
report advising whether, in our opinion, the Proposed Transaction is fair and reasonable 1o the non-
associated shareholders.

We havei:prepareci this report having regard to Chapter 10 of the Listing Rules, Chapter 2E of the
Corporatiuns Act, and the relevant ASIC Policy Statements and Practice Notes.

This 1epon is to be included in the notice of the meeting to approve the Proposed Transaction (the
Notice of Meeting), which will be sent to Mesoblast’s shareholders (sharcholders), and has been
prepared. for the exclusive purpose of assisting shareholders in their consideration of the Proposed
Ttansac.tlpn This report should not be used for any other purpose.

Momber of
Linbility limited by a scheme approved under Professional Standards Legislation Deloitte Touche Tohmatsu
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Basis of evaluation

Our opm[on as to whether or not the Proposed Transaction is {air and reasonable to the non-
agsociated shareholders has been based on an assessment of the overall consequences of the

Proposed Transaction. In making this assessment we have:

. abSESSEd a range of values for Angioblast compared to the equity to be injected by Mesoblast.
The Proposed Transaction will be fair provided the fair market value of Mesoblast’s additional
stake in Angioblast is greater than the likely net present value of the consideration to be paid

. assessed the reasonableness of the Proposed Transaction by considering the advantages and
d:qadvanta;,eb of undertaking the Proposed Transaction to Mesoblast, compared (6 not

undertaking the Proposed Transaction.
i

‘?iumm'arv and conelusion

In our opinion, the Proposed Transaction s fair and reasonable. In reaching our opinion we have
peri‘ormed an analysis of the likely advantages and disadvantages to Shareholders of accepting the
Proposed Transaction. This includes a comparison of the net present value of the consideration paid
fo Angioblast to the value of Angioblast Series B Preferred shares issued 10 Mesoblast.

We summarise our valuation and other analysis below.
Valuation
We have valued

. }00% of Angioblast (on a control basis) in the range of $125.1 million to 152.5 million

s al. 854% interest in Angioblast (on a minority basis) in the range of $8.3 millionto $11.4

millién

s the nét present value of the consideration to be $5.9 million.

We set oiit our analysis in the table below:

:1
Summary of valuation

Assessed value of 100% of Angioblast prior to the Proposed Transaction

125.1 152.3
Cash ba]z{ncc 1.2 1.2
Value of 100% of Angioblust {on a control basis) 126.3 153.7
Discount for minority interest 30% 20%
Falue of 100% of Angioblast (on a minority interest basisj 884 123.0
i
Present vilue of new investment in Angioblast by Mesoblast' 59 59
Fahue of 100% of Angioblast after the Proposed Transaction M3 1288
I
Value of 8.854% of Angioblast after the Proposed Transaction 83 114
B
Source: Deloitte analysis
P i
|
\
2
De!ortte Angioblast Systems Inc ~ independent expert’s report ‘
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Advantages of the Proposed Transaction

We have identified the following advantages to Mesoblast’s non-associated shareholders of
undertaking the Proposed Transaction:

¢ the Proposed Transaction is fair:

| » e have valued an 8.854% interest in Angioblast in the range of $8.3 million 10 $11.4
million on a minority interest basis

» this is higher than our assessment of the net present value of the consideration of $5.9
. million, as set out in the table below

Evald"atlon of faimess

Deloiite assessed value of an 8.854% interest in Angioblast 6.2.6 8.3 (1.4
{minority basis)

Consideration paid by Mesoblast for an 8.854% interest in 6.2.6 39 59
Angioblast

Source: Delofite analysis

» we have estimated the fair market value of Angioblast using the discounted cash flow
method, which estimates the value of Angioblast by discounting its estimated future cash
flows to their present value. We engaged Acuity Technology Management Pty Limited
(Acuity), an independent expert in biotechnology, 1o prepare a report providing projections
of cash flows for Angioblast and an assessment of the probability of Angioblast’s technology
successfully advancing through each phase of its development. This report is attached in
Appendix 4

¢ the Proposed Transaction provides Mesoblast shareholders with a further opportunity to
maximise their potential earnings from the commercialisation of adult stem cell technology
being developed by Angioblast while minimising the costs associated with supporting the
reseaich and development (R&D)

« the Proposéd Transaction is structured so that, the proposed investment of $8.5 million and
allocation of Series B Preferred shares occurs in two stages and completion of milestones:

» Stage I: An initial payment of $3 million (the Initial Close) payable in instalments for ihe
issuance of 150,000 Series B Preferred shares. Angioblast is required to apply these funds to
development and commenrcialisation of the Common Technology Platform.

» Stage 1I: Payments totalling $5.5 million (the Second Close) in instalments for the issuance
of 275,000 Series B Preferred shares. The payments are conditional upon the written
approval by the FDA 10 commence Phase 1] clinical trials. The Second Close is intended for
the sole purpose of achieving the Phase I1 clinical trial report and will be paid in line with an
agreed expenditure program which is contingent upon Angioblast meeting various
milestones associated with clinical outcomes

This instalment structure reduces the risk to Mesoblast and its shareholders

3 ' .
Deloitte: Angioblast Systems Inc - independent expert’s report
!




SR Nkl B o Wl Sl R e

o the Proposed Transaction provides Mesoblast with an option to invest up to a further $5 million
in Angioblast (contingent upon Angioblast’s approval) within 15 months of shareholder approval
of the Proposed Transaction through the purchase of Series B-1 Preferred shares. The Mesoblast
board of directors has stated that they would not exercise this option unless Mesoblast was able
to au.ess funding which did not impact on Mesoblast’s current proposed Phase I Clinical Trial
in an Orthopaedic indication.

The Series B-1 Preferred shares shall be issued for the same price per share as the Series B
Preferred shares and shall have substantially the same terms as the Series B Preferred shares,
except for their conversion rate into ordinary shares in Angioblast. The conversion rate shall be
equal to the lower of:

* the rate being 10% higher than the conversion rate of the Series B Preferred

- 4ny other price agreed between Angioblast and Mesoblast.

We have not attributed value to the option in considering the valuation of the Proposed
Transaction, however, the option may lead to an overall increase in the value of the Proposed
Transaction to Mesoblast.

¢ the transaction agreements provide Mesoblast with the following shareholder rights including:

» the appointment of a second Mesoblast director on the Angioblast board

» anti-dilution provisions associated with new capital raising

» restrictions associated with debf raisings and, subject to certain exceptions, a moratorium
vjvhich prevents Angioblast dealing with its technology with other third party organizations

- penalnes for non performance including a possible doubling up of shares fo be issued to
Mesoblasl

» Angioblast is obligated to comply with an agreed project expenditure program whereby
funds must be used only to progress Phase II trials and that Angioblast must provide periodic
information to Mesoblast on progress.

Disadvantages of the Propased Transaction

We have identified the following disadvantages to Mesoblast’s non-associated shareholders of
undertaking the Proposed Transaction:

+ our valuation of Angioblast recognises the substantial risks associated with pre-clinical stage
projects. If a project does not reach a commercial stage of development in future years, the value
of Angioblast is likely 1o be significantly lower than our estimated value of Angioblast

¢ the investment will lead to the issue of further shares in Angioblast which will have the effect of
diluting Mesoblast’s existing 33.3% shareholding in Angioblast to around 30.382% (or further if
Angioblast fails to deliver the “Phase 11 Clinical Trial Report” within 39 months from first
pat lent recruitment)

. f‘o]lowmg the Proposed Transaction, Mesoblast will continue to have a minority interest in
Angioblast and will be subject to the risks associated with being a minority shareholder

o due to their small size, both Mesoblast and Angioblast outsource a significant portion of their
operations. Mesoblast will become increasingly reliant on Angioblast to monitor the quality of
R&D that is undertaken by third parties

*  since the value of Angioblast is denominated in US$, the Proposed Transaction is likely to
increase the exposure of Mesoblast to fluctuations in the $ and US$ exchange rates.

4 :
Deloitte: Angioblast Systems Inc - independent expert’s report
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Opinion
In our o;iinion the Proposed Transaction is fair and reasonable to Mesoblast shareholders.

An sndnvtduai Mesoblast shareholder’s decision in relation to the Proposed Transaction may be
mﬂuem,ed by his or her particular circumstances. If in doubt the Mesoblast shareholder should
consult an independent adviser.

This oplmon should be read in conjunction with our detailed report which sets out our scope and
fi ndmgs

Yours faithfully
DELOITTE CORPORATE FINANCE PTY LIMITED

ALl Ao

Hamish Blair Stephen Reid

Director, Director

Note: A[}f amounts stated in this report are Australian dollars unless otherwise stoted. Where
required, they have been transtated at the spot rate of US30.7623, the prevailing rate on 25 August
2006.

5
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Terms of the Proposed Transaction

1.1  Summary

Mesoblast has agreed to make an additional equity injection into Angioblast, a United
States of America (US) based company in which Mesoblast currently owns 33.3%. The
further investment will take Mesoblast’s interest in Angioblast to approximately 39.2%.
Professor Silviu ltescu is a major shareholder in both Mesoblast and Angioblast and is
both the Company’s founder and Chief Scientific Advisor. Mr Donal O’ Dwyer is
Mesoblast’s representative on the Angioblast board and is also a member of the
Mesoblast board.

Under the Proposed Transaction, Angioblast will issue Mesoblast a total of 425,000
Angioblast Series B Preferred Stock (Series B shares) for a purchase price of $20.00 per
share (total $8.5 million).

This equates to an agreed holding of 8.854% of all shares in Angioblast (after taking into
account the expected number of shares on issue). As a resulf, based on the current numbet
of shares issued by Angioblast and Mesoblast’s current holding of shares, Mesoblast’s
interest in Angioblast will increase from 33.3% to 39.2%. (the issue of additional shares
will dilute Mesoblast’s existing 33.3% interest in Angioblast to 30.382% immediately
following completion of Angioblast’s Investigational New Drug (IND) submissions to the
US Food & Drug Administration).

The Proposed Transaction includes conditions, the most significant being:

s the investment and allocation of Series B shares occurs in two stages and payments
are made upon completion of milestones:

» Stage I: An initial payment of $3 million (the Initial Close) payable in instalments
of:

* %1 million on the date of the shareholders approval for the issuance of 50,000
Series B shares

* the issuance of 10,000 Series B shares as recompense for $0.2 million in
project costs incurred by Mesoblast

* five quarterly instalments of $0.36 each million (total payment of $1.8
million) for the issue of 18,000 Series B shares (total issuance of 90,000
Series B shares)

» Stage [I: Payments totalling $5.5 million (the Second Close) in instalments for
the issuance of 275,000 Series B shares. The payments are conditional upon the
written approval by the FDA to commence Phase 1f clinical frials. The Second
Close is intended for the sole purpose of achieving Phase 11 clinical trial report
and paid in line with an agreed expenditure program

. » the pgranting of an option to Mesoblast to subscribe for up fo an additional $5 million
of Series B-1 Preferred shares in Angioblast within 15 months of shareholder
approval,

The Series B-1 Preferred shares shall be issued for the same price per share as the
Series B Preferred shares and shall have substantially the same terms as the Series B
Preferred shares, except for their conversion rate into ordinary shares in Angioblast.
The conversion rate shall be equal to the lower of:

. = the rafe being 10% higher than the conversion rate of the Series B Preferred
i
- Deloitte: Angioblast Systems Inc - Independent Experts Report




» any other price agreed between Angioblast and Mesoblast

e upon an initial public offering of Angioblast, a change in control or completion of
recruitment of patients for the Phase I1 clinical trials as mandated by the FDA, the
Series B shares automatically convert into fully-paid ordinary shares of Angioblast

+ the appointment of a second Mesoblast director to the Board of Angioblast

» afier a defined period should Angioblast fail 1o meet milesfones, the investment will
automatically convert into the Tull atlocation of shares without further payment

» should completion of a Phase I1 report to the FDA {ail to be completed then the
number of Series B Preferred shares to be issued to Mesoblast will double

* subject 10 certain exceptions, Angioblast cannot deal with the technology including
the sale of the technology.

1.2 Mesoblast’s intentions

Angioblast is a US company primarily focused on developing technologies relating to the
application of MPC, which are a form of adult stem cell for cardiovascular markets. An
increased equity interest in Angioblast by Mesoblast will enable Angioblast to further
develop ifs existing products. Angioblast management have set the following major
development initiatives for the MPC, which, while forming part of the original 33.3%
investment, will be supported by the further investment:

s completion of preclinical trials and Phase 1b autologous human trials

s completion of Good Manufacturing Practices (GMP) as defined by the FDA for
manufacturing process development

¢ GMP production to support allogeneic Phase IT human clinical trials.

Angioblast is currently focused upon the finalisation of IND submissions to the FDA. The
further Mesoblast investment of $8.5 million will enable Angioblast to progress an agreed

! application to Phase IF clinical trials under US FDA guidelines. From the following list,

Angioblast is to progress a single agreed application to allogenic Phase I trials:
o class HI heart failure trial by surgical cell implantation

o class 11 heart failure trial by catheter implantation

»  Myocardial Infarct (M1} trial by catheter implantation.

In addition to the MPC development initiatives, goals have also been set for the
development of both stromal-derived factor 1 (SDF-1) and plasminogen activator
inhibitor type 1 (PAl-1).
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Scope of the report

2.1 Purpose of the report

The Proposed Transaction is subject to the Listing Rules of the ASX and the Corporations
Act2001. The directors of Mesoblast have appointed Deloitte to prepare an independent
expert’s report, expressing our opinion as 10 whether or not the Proposed Transaction is
fair and reasonable 1o the non-associated shareholders, to fulfil the requirements of ASX
Listing Rule 10 and Chapter 2E of the Corporations Act.

Chapter 10 of the Listing Rules requires shareholder approval where an entity undertakes
a significant transaction (e.g. purchase of an asset, including subscribing for additional
shares) with a related party. Since Professor Silviu Itescu is a director of (and a
substantial shareholder of) both Mesoblast and Angioblast, shareholder approval under
ASX Listing Rule 10 is required for the Proposed Transaction. Professor Itescu is not
permitted to vote on the Proposed Transaction.

Paragraph 10.10.2 of ASX Listing Rule 10 states that the Notice of Meeting sent to
shareholders must include an independent expert’s report stating whether the Proposed
Transaction is fair and reasonable 10 the holders of the non-associated shareholders (i.e.
all shareholders other than Professor Itescu).

2.1.1  Basis of evaluation

The ASX Listing Rules do not provide a definition of fairness or reasonableness.
Accordingly, we have had regard to the definitions set out in ASIC Policy Statements
(PS), in particular ASIC PS74: Acquisitions agreed to by shareholders (PS74).

PS84 provides guidelines for independent experts on how to evaluate whether or not a
proposed transaction s fair and reasonable when preparing reports. PS74 states that the
evaluation should:

* be judged on the basis of all the circumstances of the proposed transaction

s compare the likely advantages and disadvanfages to the non-associated shareholders
if the proposed transaction is agreed to, with the advantages and disadvantages to
those shareholders if it is not

» consider the value of the interest in the company that is being ofTered compared with
the cost of this interest, but this should not be the sole facfor in evaluating the
proposed transaction.

In forming our opinion on whether or not the Proposed Transaction is fair and reasonable
to the non-associated shareholders of Mesoblast we have considered the likely advantages
and disadvantages 10 non-associated shareholders of the Proposed Transaction proceeding
with the likely advantages and disadvantages of the Proposed Transaction not proceeding.
As part of this analysis we compared the value of an ordinary Angioblast share with the
price to be paid by Mesoblast.

2.1.2 Limitations and reliance on information

. The opinion of Deloitte is based on economic, market and other conditions prevailing at
. the date of this report. Such conditions can change significantly over relatively short

. periods of time. This report should be read in conjunction with the declarations outlined
in Appendix 6.
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Our procedures and enquiries do not include verification work nor constitute an audit in
accordance with Australian Auditing Standards (AUS), nor do they constitute a review in
accordance with AUS 902 applicable to review engagements.
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Biotechnology industry

3.1 Structure of industry

General

The primary activities of companies within the biotechnology industry that are focused
upon the development of biologics for regenerative medicine include:

» deoxyribonucleic acid (DNA) coding
» cell and tissue culture engineering

s process biotechnologies

» sub-cellular organisms.

The industry is based on four major industry players that account for about 75% of all
products in the market and a large number of small to medium sized enterprises that have
a single product focus. Biotechnology companies undertake R&D into products, and if
they are successful, they have historicaily licensed out their technology to large
multinational pharmaceutical companies that have a presence in the markeiplace.

Cardiovascular diseases

Angioblast is based in the US and has a number of platform technologies under
development. The primary and most advanced platform is adult MPCs for the treatment
of cardiovascular diseases. We have outlined this segment of the industry below.

The global prescription and over-the-counter pharmaceutical market was estimated to be
in excess of US$600 billion in 2005 at the retail level. Cardiovascular disease is a leading
therapeutic category worth over US$75 billion in 2004 and is expected 1o exceed US$1060
billion by 2008. This broad-based group includes treatments for heart attacks,
hyperiension, angina, arrhythmia, and elevated cholesterol levels. Cardiovascular drugs
represent a high priority for many leading drug companies.

Cardiovascular disease was estimated to cost the United States US$287 biltion in 1999,
and the burden continues to grow as the population ages.

The principal aims of cardiovascular therapies are to reduce morbidity and mortality from
heart attacks, strokes and other blood vesse] related disease. The markets for treating
congestive heart failure and the consequences of hean aftack are currently poorly
serviced.

The delivery of stem cells to a patient for therapeutic purposes is a new approach to
therapeutic intervention and there are, as yet, no products generating substantial income,
An effective cell therapy that helps in repairing the heart would probably have a large
market, as it would substifute many existing therapies, and provide treatment for
conditions which are currently untreatable. At this stage, however, as no therapy has
progressed beyond early clinical trials, it is unlikely that significant operating revenues
from these therapies will be generated before 2010 unless the Company sells the
technology or components of the technology beforehand.
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Development of a new therapeutic modality is risky and is composed of several stages,
during which the sponsor gathers evidence to convince government regulators that it can
consistently manufacture a safe and efficacious’ form of the treatment for the medical
condition it is intended to address. At the end of each stage, the company uses the
technological and market information revealed up to that poiat to decide whether to
abandon or continue development.

Angioblast has entered human clinical trials. From information supplied to the market by
Mesoblast and Angioblast it is appareni that the companies will, subject to FDA final
approvals be required to undertake an abbreviated clinical trial program to that required for
novel chemical-based pharmaceuticals, termed new chemical entities INCE). In
particular, it is apparent from trials being undertaken by other companies, including
Osiris Therapeutics Ine (Osiris), for adult stem cells that Phase ! trials will not be
required, it is also anticipated that, depending upon results, Phase IT trials may be
abbreviated.

! Efficacious - having the power to produce the desired result, especially a cure or an improvement
in somebody’s physical condition
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. From empirical evidence available as to the statistical likelihood of a project at any given
i stage progressing 10 the next stage, we set out below the various generic stages together

*  with the necessary clinical trials and associated probability of progressing to the next
stage (as determined by Acuity). We note that Angioblast is able to by-pass the majority
of Phase I requirements since MPC’s already exist in people, and are not new molecules:

| .. Figure 1: Gengric stages of study required
i Assessed Desvription
| probability

| of success

fully
movieg to
next phase

s Phasel 70.7% » testing is generally conducted in a small number of (usually
healthy} volunteers 10 oblain information on oxicity and sale
dosing ranges in humans

» data is also collected on a novel drug’s absorption and
distribution in the body, its metabolic effects, and the rate and
manner in which the drug is eliminated from the body

s in order to progress, it will be important to demonstrate that
there are no immunological responses from the recipient, that
the cell formulation does not contain substances and other ceil
types which can be detrimental, and that cells grow and divide
in a predictable and desirable manner

» it is also unethical 10 administer living cells to healthy humans
and the most likely approach for a Phase 1 study is to use
patients in which some therapeutic benefit may result or at
least individuals in whom an adverse consequence may have
limited impact on their prognosis

e Phasell 47.7% s the treatment is administered (0 a larger number of individuals
selected from among patients for whom the adult stem cell
therapy is intended

»  successful Phase U trials provide significant evidence on
efficacy and additional data on safety and dosage level

¢ final product specification and manufacturing process are
generally finalised at this stage

e Phaselil 56.7% » the final premarketing phase involves large-scale trials on
patients to obtain additional evidence of efficacy

s larger sample sizes increase the likelihood that actual benefits
will be found statistically significant, and that any adverse
reactions that may occur infrequently in patient pepulations,
will be abserved

* phase [1] wrials are designed 1o approximate closely the manner
in which the drug or therapy will be used afier marketing

approval
+  Regulatory 80.0% *  after the clinical trial phases have been completed and the
approval company believes it has sufficient evidence for approval, it

submits an application to the regulatory authority in each
counlry where it wishes to sell that producr secking approval to
market it

Source: Mesoblast Prospectus dated 16 November 2004 and Annuaf Reporf 2005, Acuity Report
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The route to market for stem cells is still evolving due to the newness of the technology
and Angioblast is amongst the pioneers.

Prevalence & Incidence of Heart Disease

Angioblast’s product development programs are aimed at several cardiovascular
conditions. Currently almost 10% of the adult population of the US has some form of
cardiovascular disease. Heart failure affects as many as 20 million people worldwide and
approximately 5 million people in the US alone, with 550,000 new cases per year. Heart
failure is responsible for almost one million hospitalisations per year in the US and
contributes to, or causes, 300,000 deaths per year and is the number one cause of death
among patients over the age of 65.

Treatments for heart attack are relatively ineffective in preventing heait failure and none

of them is capable of increasing the formation of blood vessels or inducing cardiac repair
to minimize the risk of heart faiture.

None of these therapies rebuild heart tissue, but merely alleviate heart failure symptoms
such as shortness of breath and fatigue. Since none of these agents rebuild the damaged

heart or stop the underlying disease, congestive heart failure inexorably progresses.
3.2 Competing technologies

There are currently clinical trials in progress or intended 1o start shortly, excluding

Angioblast, using adult stem cells (although not mesenchymal stem cells) for therapeutic
applications. One of these is directed at treatment of cardiac disease.

US-based Osiris is a stem cell therapeutic company focused on developing and markefing
products to treat medical conditions in the inflammatory, orthopaedic and cardiovascular
areas. Osiris vecently listed on NASDAQ and at the date of this report had a market
capitalisation of approximately US$300 million. The methods used by Osiris to isolate
stem cells result in very heterogeneous populations which contain a large population of
with non stem cell lineage. This results in culture expansion of a population of cells that
are much less effective for regenerative therapy than Angioblast’s proprietary MPC.

Osiris has one marketed product, Osteocel, and three biologic drug candidates in clinical
development. Osteocel and the other drug candidates utilise human mesenchymal stem
cells. Osiris claims to be a fully integrated company having developed stem cell
capabilities in R&D, manufacturing, marketing and distribution. Osiris sells Osteocel for
regencrafing bone in orthopaedic indications. It is the only commercially available
product in the US containing stem cells. Also in the pipeline is Chondrogen, for
regenerating cartilage in the knee, and Provacel, for repairing heart tissue following a
heart attack.

Osiris is undertaking a Phase [{ study 10 evaluate safety and efficacy of the Osiris’s
cultured adult human mesenchymal stem cells a mixed cell population with significantly
different characteristics to Angioblast, Prochymal™ IBD for Crohn’s disease. A second
study is directed at treatment of acute gastrointestinal grafi versus host disease.
Prochymal, for the treatment of inflammatory disease, was the first stem cell therapeutic
to receive FDA Fast Track designation.
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3.3 Critical success factors
Key success factors within the industry include:

¢ ability to raise investment funding, whether it be private, public offers or government
grants

* access to, and retention of, employees with the required level of experience and
training

¢ use of new technology, including access to the latest research and findings

s existence of a market for the technology once it is developed and ready to
commercialise.

The niche market in which Angioblast operates within the wider industry relates to the
almost 10% of the adult population of the US that has some form of cardiovascular
disease. Therefore, there is a large potential market for an effective cell therapy that
helps in repairing the heart. I{ such a treatment became the standard of care for heart
attack survivors or congestive heart failure, revenues of many tens of billions of dollars
annually would be possible.”

3.4 Barriers to entry

The majority of small companies in the global biotechnology industry focus on the R&D
of one product line, rather than final retailing. Revenues are generally then generated
through royalties when the technology is licensed out.

This suggests that barriers to entry to this industry should be considered to be high as
companies require access to and expenditure on:

» specialist staff with the relevant research skills and knowledge
» buildings and specialist equipment
s existence of patents to protect intellectual property (IP).

There are areas of R&D that may be considered politically sensitive, such as genetic
modification. As such R&D is often subject to government regulation, which is discussed
further in the following section.

3.5 Regulation

Australia

The biotechnology industry relies heavily on government funding and government
initiatives. It is estimated that Australian Commonwealth Government support for
biotechnology R&D exceeds $250 million per annum.?

Regulation within the biotechnology industry in Australia is driven by ethical and
environmental issues and as a result there is a high level of industry regulation over R&D
practices. Ethical issues are primarily focussed on embryonic stem cell research, rather
than adult stem cell research. When a product reaches a commercial stage, regulation is
covered by the Commonwealth Therapeutic Goods Act 1989.

? Stem Cell Therapies & Regenerative Medicine - Current Applications & Future Possibilitics.
Business Communication Company, Inc. MA. December 2005.

* |BISWorld Industry Report, Biotechnology in Australia, 6 April 2006
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Specific regulations covering R&D within the industry include:
s Commonwealth Gene Technology Act 2000 (Cth)

s Prohibition of Human Cloning Act 2002 (Cth)

s Research Involving Human Embryos Act 2002 (Cth).
United States

Regulation within the biotechnology industry is the US is governed by the FDA, a federal
agency operated by the US Department of Health and Human Services.

The role of the FDA within the biotechnology industry is to ensure that human and
veterinary drugs, biological products, and medical devices are safe and effective. In order
to achieve this the FDA:

» establishes licences for new products and manufacturing processes

» ensures testing methods for research to establish new products is conducted within set
standards

e sets puidelines for the approval process for new products prior to being sold to the
market.

3.6 Recent transactions

Significant recent transactions in the Australian biotechnology sector include:

» the raising of approximately $31 million by Biota Holdings Limited (Biota) in
October 2005 through a share purchase plan. Biota is an Australian based antiviral
drug development company

¢ November 2005, Pharmaxis, a pharmaceutical company focussed on R&D and
cammercialisation of human therapeutic products, announced a global share issue,
which raised more than $87 million in gross proceeds

» in June 2006 Cytopia Limited signed a contract with Novartis Group (Novartis) fora
joint drug development deal, whereby Novartis would provide $13 million over three
years for R&IDD. The overall deal is estimated to be worth $287 million if the drugs
reach the stage of commercialisation. The products to be developed are aimed a1 the
transplantation and autoimmune disease markels

» in July 2007, CSL Limited announced its intention to acquire 100% of Zenyth
Therapeutics Limited (Zenyth) through a scheme of arrangement. The scheme offered
Zenyth shareholders $0.82 and an Avexa share (valued at $0.04) per Zenyth share in
a deal estimated to be worth $107.7 milkon.

International transactions in the biotechnology industry include the following:

+ Novartis announced an offer to acquire all the ordinary share capital of NeuTec
Pharma Plc on 7 June 2006 for GB£10.50 per share, which valued the existing share
capital of NeuTec Pharma Ple at approximately GB£350.1 million

» AstraZeneca announced an offer for the remaining 80.8% interest in Cambridge
Antibody Technology’s ordinary shares on 15 May 2006 which it did not already
own. AstraZeneca's offer was for GB£13.20 in cash per share, an implied total
company valuation of GBP£702 million
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¢ Amgen announced an offer for all the outstanding ordinary shares of Abgenix Inc for
US$22.50 in cash per share on 14 December 2005, an acquisition value of US$2.2
billion in cash and debi. The acquisition was approved by regulatory authorities and
became effective in April 2006

s  GlaxoSmithKline announced an offer for all the outstanding erdinary shares of
Corixa Corporation on 29 April 2005. GlaxoSmithKline’s offer was for US$4.40
cash per share, representing a total value of approximately US$300 million. The
transaction was approved by Corixa Corporation’s shareholders and regulatory
authorities and became effective in July 2005,
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4  Profile of Mesoblast & Angioblast

4.1 Organisational structure

Figure | below sets out a simplified group structure for Mesoblast and Angioblast.

Figure 1: Mesoblast and Angioblast organisational structure

-
e

Source: Masoblast management

The principal operations of each of the companies shown in the structure are discussed
below,

Mesaoblast

“ Mesaoblast is commercialising adult stem cell technology for orthopaedic applications.

) The Company holds a worldwide licence to develop and commercialise this technology.
i The technology has applications for treatment of common diseases and injuries in the

: western world, including bone fractures and cartilage degeneration of knee and vertebrae.

Following the successful initial public offer (IPO) of Mesoblast on |6 December 2004, a
$10 million investment in Angioblast was made by way of preference shares. The
consideration equated to a 33.3% interest in Angioblast. The investment included a [now
$Im] million final payment that will be paid when Angioblast achieves set
commercialisation milestones of filing and IND submission to the FDA (management

3 anticipate that this will occur in the fourth quarter of 2006, which is ahead of schedule).

‘ As part of the investment, Mesoblast also obtained an independent seat on Angioblast’s
Board of Directors, which is held by Mr Donal O’Dwyer, who is also a member of
Mesoblast’s Board of Directors.
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In line with development within Angioblast, with whom they are jointly developing the
adult stem cell technology, Mesoblast has accomplished many of the tasks associated
with completing clinical, commercialisation and regulatory milestones including:

s commenced autologous clinical frial of up to ten patients for the treaiment of non-
union large bone fractures

¢ completed a number of large animal studies for inclusion in FDA IND submissions
¢ GMP Compliant manufacturing

» entered into a collaborative agreement with a major orthopaedic company.

Angioblast

Angioblast has a number of plaiform technologies under development; the primary and
most advanced is adult MPCs for the treatment of cardiovascular diseases.

Angioblast has acquired and independently developed patents and patent applications
protecting the use of a unique group of cells catled MPCs. MPCs are immature ceils that
have the ability to transform into mature, specialised cells in mesenchymal or connective
tissue. In addition, they divide in culture producing progeny and increasing numbers. The
patent applications describe tools used to isolate these cells, the cells themselves as
defined by certain surface markers on the cells, and the use of these cells in ireating
various medical conditions. Additional IP relates to the culture or manufacture of cells
and the application of MPC to treat specific medical conditions.

Two other technologies are also under development, being a peptide therapeutic stromal-
derived factor |, and drug eluting stents based on RNA silencing technology, with the
lead candidate targeting plasminogen activator inhibitor 1.

Deloitte engaged Acuity to prepare cash flow projections for Angioblast. In preparing
cash flow projections for Angioblast, Acuity focused on Angioblast’s MPC technology,
as plans for further development and commercialisafion are the most advanced. The
MPC technology has:

¢ completed pre-clinical manufacturing of the two vital components, being:
- the hybridoma derived monoclonal antibodies

- the MPC isolation (using the monoclonal antibodies), siorage, expansion and
administration

Both components can be conducted under mandatory GMP guidetines and the celi
therapies component is adequate for both autologous (cells from a patient used to
treat the patient only) and allogeneic treatments (tissue comprising cells andfor
organs obtained from a donor and then used to treaf another person)

¢ demonstrated efficacy® in animal models of congestive heart failure and acute
myocardial infarction’ or heart attack.

s commenced clinical trials in Australia as an autologous treatment for acute
myocardial infarction.

* Efficacy - cepacity to produce the desired result, especially a cure or an improvement in
somebody’s physical condition

* Acute myocardial infarction — or heart attack; occurs when the blood supply to part of the heart
muscle is severely reduced or stopped
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Angioblast is focussed on MPC which are capable of differentiating into numerous
connective tissue types, including muscle (for example heart tissue).

Angioblast has an assignment of patents lodged initially in the name of Adelaide’s
Institufe of Veterinary and Medical Science (IMVS), which provides rights to
applications of MPC in all fields other than orthopaedic. Mesoblast has a separate
agreement with IMVS, through the latter’s commercial arm Medvet Science Pty Ltd
{Medvet Science), for orthopaedic, bone and cartilage applications.

Applications
Mesoblast has rights to develop the technology for orthopaedic applications while
Aagioblast is primarily focussed upon cardiovascular applications.

Angioblast’s interest in MPC is for the treatment of heart and vascular diseases, including
congestive heart failure and myocardial infarction, but at a later date may explore
applications associated with wound healing and skin ulcers, and in peripheral artery
disease.

We understand that the medical community is highly familiar with the use of progenitor
cells. The proposed use of common FDA approved carviers and delivery tools by both
Mesoblast and Angioblast for the delivery of MPCs to patients follows existing
procedures and tools. The carriers and delivery tools are FDA approved and are in wide
use throughout the medial community. This is likely to assist the penetration of
Mesaoblast’s and Angioblast’s technology.

Following GMP compliant cell expansion, Angioblast intends to freeze the cells and
make them immediately available a1 the time and place of need.

Angioblast managernent expects to access existing programmes currently available that
will form the basis for reimbursement from US and international government and private
reimbursement authorities. These programmes are expected to enable a fast tracking of
reimbursement schedules 1o reduce the cost of the therapy to end patients. Management
expect that this could significantly reduce the long term health care costs to the
community for ongoing treatment of patients suffering heart failure,
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An overview of the company history of Mesoblast and Angioblast is provided in Figure 2
below.

Figure 2; Company histories

Mesoblast Angivblast

2001 ¢ Founded by Prof Silviu ltescu
¢ US based and focussing on
developing therapeutic produets for
cardio-vascular diseases
¢ Enters commercial relationship
2002 with IMVS in South Australia
¢ July, Mesoblast established and 2003

granted a propriety right to develop
and commercialise adult stem cell
technology in relation to
orthopaedics

e Prof Silviu liescu appointed Chief
Scientific Adviser

¢ December, IPO to raise $21 million 2004

¢ 33.3% interest in Angioblast
acquired for $10 million

Mesoblast appoints Independent
Director to Angioblasi board

e Release first Annual Report 2005

Phase of human testing commences 2006 Additional equity injection froa

Mesoblast (Proposed Transaclion)

Sources! Masob!ast Prospectus dated 16 No“;;nb:bﬂér 2004 and Annual Report ;£5

4.2 Patents

Angioblast has exclusively licensed and received assignment rights to a portfolio of
patents for the commercialisation of MPCs from Medvet Science, which represents
Adelaide’s Hanson Institute and the IMVS in such transactions.

The assigned patents and others applied for in the name of Angioblast aim to provide an
exclusive and protected position for MPC composition-of-matier, methods for MPC
isolation and use indications for cell therapy.

The patents cannot preclude competitors and medical practitioners from using crude bone
marrow aspirates containing MPCs, but they will not be able to purily or concentrate
MPC without infringing patents. The result for anyone attempting such procedures will
be cell mixtures containing exceedingly low numbers of MPCs which will, by definition,
be significantly less effective than Angioblast’s MPC products and potentially unsuitable
for allogeneic administration.
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4.3 Market

The usual route to market for biotechnology companies is to out-licence intellectual
property at an advanced stage of development to a large pharmaceutical, medical device
or biotechnology company. Licensing is desirable because it provides access to the
resources and skills of the larger partner in production and distribution, marketing and
regulatory afTairs. Tt brings products to market more rapidly and provides maximum
market impetus. It also reduces the financial burden on ofien under-capitalised
companies and greatly reduces risks.

Angioblast has not publicly indicated & specific licensing point and, for the purposes of

our modelling, we have assurned that Angioblast can fund R&D to the point of receipt of

marketing approvals in the US for at least two indications.

4.4 Management and personnel

We set out below the key personnel at Angioblast:
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Professor Silviu ltescu, director, is the founder of Angioblast and Mesoblast. He is
recognised worldwide for his research in the areas of stem cells, autoimmune
diseases, organ transplantation and heart failure.

Mr Carter Eckert, non-executive chairman, has extensive experience in the indusiry
over the past 25 years and currently also sits on the Board of Directors of OraSure
Technologies Inc., and Boron, Lepore & Associates Inc.

Mr Donal O’Dwyer, Mesoblast appointed representative non-executive director on
the board of Mesoblast. He also sits on the boards of companies including Cochlear
Limited, AtCor Medical Limited and Sunshine Heart Limited.

Dr Donna Skerret, director of Medical Affairs, is a stem cell expert who most

recently was an Associate Director of Transfusion Medicine at Princeton Universify.

Mr Michael Schuster, Head of Business Development, was a co-founder of
Angioblast and Mesoblast and has extensive experience in biotechnology research.
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4.5

Competitive position of Angioblast

1 The 1able below sets out the strengths, weaknesses, opportunities and threats (“SWOT”™)

for Angioblast.

Table 1: SWOT analysis

eﬁ'u.acy e S

-~ (patient’s.own) MPC tor congesuvc heart fadurc
(CHI’) s

i -_(‘ oﬂ‘-lhw;hc[i"} MPC to bc usui in Phﬁc I
- clinical irials - .

s "Strategic ralauonshxp wtth Condas/]ohnson &
-~ Johnson in place - . :

for all patients, and at a low cost and high--

.+ -margin (pharmaceutical-stylc business. model)
« . Mesoblast & Angioblast cosi-sharing agrecment -
.. allows Angioblast benedits of MPL dcvuopmem

" while reducing financial burden -

NOngomg Phase Ib human mal with auto!ogous

. . e ’--\,._-_

" Established manufacturing process for allagemc

The *1deal Stem Cell™ - “Off lhc-shcll” produc‘s .',

Relatively early stage of development
Heavy reliance on external financing
High upfront development risk while
progressing to licensing stage

Escalating cost of devetopment as further
phases are undertaken

s There is a risk that human responses may be
different and that individuals may respond
differently from findings from animal studies

e Ifitis not possible to use MPC in an atlogenic
made, the economic viability of the process may
be doubtful

o MPC are stored with a cryoprotective agent
{DMSO) which is considered toxic but is FDDA
approved (refer to Acuity report for further
information}

»  Stem cell researceh is evolving technology and
the regulatory framework is still being
developed

¢ Competing technolagies from companies such
as Osiris Therapeutics Inc, Aastrom Biosciences
[ne, StemCells Ine and ViaCelt Inc

+ “- SDF-1 and PAL-1 di\-cmfy the Angtohlast

~Near-term clinical milestones, including:

- Phase Ib autologous MPC human t.ndl to
bc wmpletcd by lht. cnd of 2006 '

‘IND approval to commence aff—thc-shcli:‘ -.
',‘_Phasc 11b MPC lnai for CHE’ Lkpc.cll.d by
~he end of 2006, "

partfoho while offering individual & °
sym:rgzshu thernpeutic beneft ts whcn '-_ SRR
L combuwd w;th MPC R

Source: Angioblast Business Plan March 2006 & Deboitte analysis
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4.6 Financial performance

The audited financial results of Angioblast for the years ended 30 June 2005 and 2006 are

summarised in the table below.

Tabla 2: Financial results

[aterest income 16.3 47.8
Other income 7.0 5.2
Total income 235 530
Expenses {1,130.4) {4,395.1)
EBITDA (1.106.9) {4,342.1)

Seurce: Angioblast Systems Inc, 2005 Financial Statements, Angioblast managemment accounts

In line with the development nature of the industry, the majority of costs relate 10
consultants, R&D costs and legal expenses.

The interest income is generated from cash balances of U$$2.0m at 30 June 2005 and
US$0.9 million at 30 April 2006.
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4.7 Financial position

Table 3: Financial position

Cash

Accounts receivable
Prepayments

Tofal current assets

Deposits

Patents

Fumniture & Equipmoemt
Total non-current assels

Payables

Deferred credit
Provisions

Toral current Kabilitiey

Due 1o sharcholder
Total non-current labilities

Net assets

16.1
2,036.8

9.8
135.9
11.7
157.4

1153
60.8
1.9
178.0

80.7
807

1,935.5

The audited statements of financial position of Angioblast as at 30 June 2005 and 2006
are sunmarised in the table below.

6.4
364

631.4

Source: Angiobfast Systems Inc, 2005 Financial Statements, Angioblast managernent accounts

The financial position as at 30 June 2006 shows that the majority of the Angioblast’s
assets are held as cash. This cash balance represenits under three months of net operating
expenses based on the year to date statement of financial performance shown in section

4.6. The other major balance refates to patents held by Angioblast.

26

Deloitte: Angioblast Systems Inc — Independent Experts Report




11

§ | Valuation methodology

o

5.1 Valuation methodologies

To estimate the fair market value of Angioblast we have considered common market
practice and the valuation methodologies recommended by ASIC Practice Note 43
regarding valuation reports of independent experts. These are discussed below.

5.1.1 Market based methods

Market based methods estimate a company’s fair market value by considering the market
price of transactions in its shares or the market value of comparable companies. Market
based methods include:

» capitalisation of maintainable earnings
s analysis of a company’s recent share trading history
o industry specific methods.

The capitalisation of maintainable earnings method estimates fair marcket value based on
the company’s future maintainable earnings and an appropriate earnings multiple. An
appropriate earnings multiple is derived from market transactions involving comparable
companies. The capitalisation of maintainable earnings method is appropriate where the
company’s earnings are relatively stable.

The most recent share trading history provides evidence of the fair market value of the
shares in a company where they are publicly traded in an informed and liquid market.

| Industry specific methods estimate market value using rules of thumb for a particular
. industry. Generally rules of thumb provide less persuasive evidence of the market value
of a company than other valuation methods because they may not account for company
specific factors.

5.1.2 DBiscounted cash flow methods

Discounted cash low methods estimate market value by discounting a company’s future
cash flows to a net present value. These methods are appropriate where a projection of
future cash flows can be made with a reasonable degree of confidence. Discounted cash
flow methods are commonly used to value early stage companies or projects with a finite
life.

" 5.1.3 Asset based methods

Asset based methods estimate the market value of a company’s shares based on the
realisable value of its identifiable net assets. Asset based methods include:

s orderly realisation of assefs method
s liguidation of assets method
s net assets on a going concern basis.

The orderly realisation of assets method estimates fair market value by determining the
amount that would be distributed to shareholders, after payment of ali liabilities including
realisation costs and taxation charges that arise, assuming the company is wound up in an
orderly manner.
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The liguidation method is similar to the orderly realisation of assets method except the
liquidation method assumes the assets are sold in a shorter time frame. Since wind up or
liquidation of the company may not be contemplated, these methods in their strictest form
may not necessarily be appropriate. The net assets on a going concern basis method
estimates the market values of the net assets of a company but does not take account of
realisation costs.

These asset based methods ignore the possibility that the company’s value could exceed
the realisable value of its assets as they ignore the value of intangible assets such as
customer lists, management, supply arrangements and goodwill. Asset based methods are
appropriate when companies are not profitable, a significant proportion of a company’s
assets are liquid, or for asset holding companies.

5.2 Selection of valuation methodologies

We are of the opinion that the most appropriate methodology to value Angioblast is the
discounted cash flow method due to the following factors:

¢ the existence of probability weighted long term cash flow projections, as prepared by
Acuity

»  Angioblast’s project is at an early stage in the full market delivery life cycle

¢ historically, early stage projects incur significant risk associated with the likelihood
of success at each stage of the projects progression, which can only be adequately
reflected by probability weighting the cash flows associated with the project

¢ significant ongoing capital expenditure will be required by Angioblast during R&D
stages.

In preparing this report, Deloitte has relied on the report prepared by Acuity. Acuity
reviewed the technology, patents and licence agreements held by Angioblast and
provided probability weighted financial projections for Angioblast which has formed the
basis for our valuation of Angioblast.

As a cross-check of our primary valuation methodology, we have considered the value of
Angioblast implied by the trading price of a Mesoblast share. The most recent share
trading history provides evidence of the fair market value of the shares in a company
where they are publicly traded in an informed and liquid market.
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Valuation of Angioblast

6.1 Valuation of Angioblast including the
Proposed Transaction

Deloitte has estimated the fair market value of Angioblast, on a minority interest basis, to

be in the range of approximately $88.4 million to $123.0 million on a “pre-new-money”

basis, before considering the additional $8.5 million to be contributed by Mesoblast.

Given that the proposed investment of $8.5 million will be made in stages and based upon

achieving milestones, we have assessed the probability weighted net present value of the

consideration 1o be $5.9 million. This results in an equity value, following the investment,
of $94.3 million to $128.8 million on a minority interest basis.

The investment, pursuant to the Proposed Transaction, represents an 8.854% interest in
Angioblast, which equates 10 a fair market value of the investment in Angioblast in the
range of $8.3 million to $11.4 million.

For the purpose of our opinion, fair market value is defined as the amount at which new
shares would be purchased between a knowledgeable willing buyer and a knowledgeable
willing seller, neither being under a compulsion to buy or sell. We have not considered
special value in this assessment.

In determining this amount, we have estimated the fair market value of the shares in
Angioblast using the following methods:

* the discounted cash flow method
» analysis of recent share trading.

These are discussed in sections 6.2 and 6.3 réspective]y.
6.2 The discounted cash flow method

The discounted cash flow method estimates market value by discounting a company’s
future cash flows to their net present value. To value Angioblast using the discounted
cash flow method requires the determination of the following:

o future cash flows, probability adjusted 1o reflect the technical risks of achieving a
favourable outcome in Phases | to 1T of clinical testing and subsequent FDA
approval, and consideration of a terminal value

e an appropriate discount rate to be applied to the cash flows
. appropriate discounts

* tax losses

¢ the value of any surplus assets

¢ the level of net debt outstanding.

Our considerations on each of these faclors are presented below.

6.2.1 Future cash flows

Deloitte engaged a biotechnology technical expert, Acuity, to generate 15 year
projections of cash flows (Acuity projections) based on initial applications directed at the
treatment of cardiac disease. This formed the basis for the inputs into our discounted cash
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flow valuation. The scope of Acuity’s work was controlled by Deloitte. A copy of the !
Acuity report is attached in Appendix 4. !

The Acuity projections were based on the following: i

an overview of Angioblast and its IP, including its patents

analysis of the potential markets for Angioblast’s IP

an analysis of the possible routes to market for Angioblast’s [P

an assessment of the technical and commercial risks for the Angioblast 1P

an assessment of the potential market size, market penetration and time to market for
Angioblast’s IP

details of the likely costs Angioblast will have to incur in order to achieve the route to
market

details of the potential revenues Angioblast expect to generate

a general summary of the likely revenues and expenditures Angioblast is expected to
incur over the forecast period.

The Acuity report is based on information provided by Angioblast and Mesoblast, online
database searches and publicly accessible subscription services, and discussions with
Angioblast stafT.

The key assumptions adopted in the preparation of the projections are as follows:

*

Angioblast completes necessary clinical trials at its own expense and obtains the
relevant marketing approvals. It then pariners with, or licences, another company in
return for fees or royalties

a treatment cost of US$10,000, being the amount receivable by the licensee to the
Angioblast IP for supply of MPCs, including any necessary packaging and
administration systems, based on current treatment costs for congestive heart failure
and acute coronary infarction

the MPC product or products supplied will be generic to the condition being treated
and suitable for administration to any individual irrespective of the donor source

Angioblast completes necessary clinical trials at its own expense and oblains
marketing approvals, resulting in a royalty of 15% on revenue

a probability adjusiment for the likelihood of achieving the cashflow. The probability
adjustment is based on the cumulative probability of completing a set phase of R&D

long-term inflation of 2.5%

the application of a 35% taxation rate, based on the US corporate 1ax rate and zero
state tax, as Angioblast is incorporated in Delaware.

We have not included a terminal value for Angioblast beyond 2021. This is based on the
assumption that after this period, due to substitute products, the technology will be
replaced. This could be viewed as a conservative assumption, as a terminal value or cash
flows beyond the current term will increase the value of Angioblast, however, our
valuation of Angioblast is not highly sensitive to this assumption.

I'n preparing a probability adjusted cash flow based on the Acuity report, we have
considered the appropriate discount rate to apply to each stage of product development
and associated cash flows. We have applied a risk free rate to planned expenditures and a
risked discount rate to all other cash flows.
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A generic overview of this consideration as well as the timing and probability of the cash
flows is shown in the table below:

Table 3: Gaeneric overview of probability adjusted cash flows

€y B ottt

Source; Deloitte analysis

Angioblast has initiated a Phase [b autologous clinical trial and is anticipated that this
study will be completed in late 2006.

The following chart outlines the probability of progressing through each stage and the
cumulative probability of reaching the revenue stage as assumed in the cash flows.
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2 QITT

Figure 2: Probabillty adjustments assumad in the Acuity cash flows

Prezikal Frawe 1 Flizse 2 Fluge 3 FDA Reveine
I C uvslative probalstiy

w—Protabilty of gaing to text statn

Source: Doloitte analysis

We have not undertaken a review of the projections in accordance with AUS 804 — The
i Audit of Prospective Financial Information. However, nothing has come to our attention
as a result of our analysis that supgesis that the assumptions on which the projections are
based have not been prepared on a reasonable basis.

i 6.2.2 Discount rates

The discount rate used to equate the future cash flows to a preseat value reflects the risk
adjusted rate of return demanded by a hypothetical investor. As discussed in Appendix 2
to this report, we have selected a nominal after tax discount rate of between 13% and 15%
i to discount the probability adjusted future cash flows of Angioblast to determine their

, present value.

We set out below the various factors we have considered in selecting our assessed
discount rate. Appendix 2 sefs ouf further details of our calculations.

General {actors

» the required rates of returns on listed companies in the biotechnology industry (having
regard to their stage of development, their size and number of projecis)

» the indicative rates of returns required by suppliers of venture capital for investment
with similar technical and commercial risks

. » the risks inherent in the forecast cash flows, which are likely to be reasonably
' idiosyneratic, limiting the application of traditional cost of capital models.

Faeters decreasing the discount rate

+ a portion of the technical risks associated with achieving the cash flows, has already
been taken info account through the probability adjusting of the cash flows
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+ the cash flow projections reflects costs which are not presently commitied. Should
Angioblast management consider the research not worthwhile, these costs can be
avoided.

Factors increasing the discount rate
* Angioblast’s small portfolio of products, focussed on heart treatments

+ the size and stage of development of Angioblast compared to other listed companies
in the industry

+ the specific business and financing risks of Angioblast.

A detailed consideration of these matters is provided in Appendix 2.

6.2.3 Discount for minority interest and lack of marketability

In our opinion, a valuation derived using a discounted cash flow analysis results in a
control value. The difference between the market value of a controlling interest and a
minority interest is referred 10 as the premiwm for control. Australian studies indicate the
premiums required to obtain control of companies range between 25% and 40% of the
portfolio holding values.

The owner of a controlling interest has the ability to do many things that the owner of a
minority interest does not. These include:

» control the cash flows of the company, such as dividends, capital expenditure and
compensation for directors

e determine the strategy and policy of the company

» make acquisitions, or divest operations

o controd the composition of the board of directors.

We ndte that Angioblast shareholders have ‘tag-along’ and ‘drag-along’ rights as follows:

+ tag-along rights: where a shareholder accepts an offer for their shares in Angioblast,
the remaining shareholders are entitled 1o sell their shares in Angioblast to the
purchaser for the same price

+ drag-along rights: where the majority of shareholders in Angioblast wish to seli to a
third paity, the minority shareholders in Angioblast can be dragged-along and forced
1o sell their interest at the same offer price.

In considering the fair market value of Mesoblast's interest in Angioblast, we have
considered the effect of the tag-along rights. In effect, a potential purchaser of
Mesoblast's interest in Angioblast may be compelled to offer the same price to all
shareholders and in effect, undertake a takeover offer for the entire company. In the
event that sufficient shareholders accepted, any remaining minorities could then be
acquired via the drag-along rights.

The level of discount that should be applied to the value of a controlling interest in order
to derive a minority interest is somewhat subjective. We believe that a premium {or
conirol at the lower end of the observed range is appropriate for a minority interest in
Angioblast.

Based on these considerations, we believe that a discount for minority interest in the
range of 20% to 30% is appropriate for a minority interest in Angioblast.

33
Deloitte: Angioblast Systems Inc — Independent Experts Report




We consider that a 40% interest in Angioblast would be reasonably marketable, and
therefore we have not made any additional allowances for this. 1t should be noted that if a
lower discount for minority interest was applied to the value of a controlling interest in
Angioblast, the assessed value of the 8.854% interest in Angioblast would be even higher
than the net present value of the consideration would increase.

6.2.4 Tax losses

We have assumed any taxation losses are able to be carried forward and offset against
future profits,

6.2.5 Surplus assets and net debt

We have not identified any surplus assets in the Angioblast statement of financial
position. Angioblast does not have any debt, however has a cash balance of $1.2 million
as at 30 June 2006. This has not been included from our discounted cash flow analysis.

6.2.6 Valuation - discounted cash flow method

The value of Angioblast, prior to the Proposed Transaction, based on the application of
the discounted cash flow method is summarised below.

- discounted cash flow method

Assessed value of 100% of Angioblast prior to the Proposed Transaction 125.] 152.3
Cash balance 1.2 1.2
Falue of 100% of Angioblast fon a control basis} 1263 133.7
Diseount for minocity interest e 20%
Value of 100% of Angioblast (on a minority interest basis) 88.4 123.0
Present value of new investment in Angiobtast by Mesoblast’ 59 5.9
Value of 100% of Angioblast after the Proposed Transaction 043 128.8
Value of 8.854% of Angioblast after the Proposed Transaction 83 1.4

Source: Deloitte snalysis

Nots 1: Wa have discounted the naw Investment to its prasent value based on the risk free rate, ths probability
wolghting applied lo the discountad cash flows and payment of initial close at the valustion date end second close

is made at tha commencement of Phase |l
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Sensitivity Analysis
Assumptions

The above values are highly sensitive to the following assumptions made in the
probability adjusted cash flows:

Table §: Summary of sensitivity analysis

Impact
High
Factor Base case Change in factor $m
Rase value 125.1 1325
Number of clinical trials 2060 patients + 200-400 patients (1.3 nfa
Delay of completion of Phase 11 nfa + 1.2 years (42.1) nfa
Royalty rate received 13% +H- 5% {42.2) 513
Peak market penetration 20% +/- 5% {31.6) RS
Treatment costs LIS$10,000 +- US$S5.000 (63.2) 770

Source: Deloitte analysis

The sensitivity of our discounted cash flow valuation to changes in these assumptions, as
shown in the table above, is demonstrated in the chart below.

Figure 3: Sansitivity of equity value to changes in the assumptions

Curent z3suamplions §128.1m $152.5m

R
e nn

4
EE T TINT Y i< PRy

e

lllllllts"nllll

Numbet of tiinical trials

Delry Pnase 1|

Royaliy Rats

Market Perveration

Tregtment cons

Source: Acuity probebifity adjusted forecast cash fiows and Deloitte analysis
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I'n addition, the values derived from our discounted cash flow valuation are sensitive to
the assumptions made with regard to:

¢ the current probability adjusted model assumes that there is no terminal value. If a
terminal value was assumed, or the length of the cash flows extended beyond the
likely term of the patent, then the equity value would increase

e discount rate

» probability factors assumed in the discounted cash flow valuation.

Discount rate

The sensitivity of the value to the discount rate arises due to the nature of the cash flows
inherent in the business. The cash flow model makes assumptions regarding the
likelihood of achieving completion of significant Phases in the product development
which then dictate the cash flows throughout the life of the forecast period.

The table below provides a summary of the sensitivity of the assessed range of values, for

Angioblast, (before Mesoblast’s additional equity investment), lo changes in the discount
rate applied.

of quit value to cha in discount rate (§m)

e 12.0% 1687
e LT E3.0% "o s T
14.0% 1380
ls‘o% "‘----.._,125.]
16.0% 1135

Source: Acuity probabifity adjusted forecast cash flows and Deloitte analysis

6.3 Analysis of recent Mesoblast trading

As a cross-check of our primary valuation methodology, we have considered the value of
Angioblast implied by the trading price of a Mesoblast share. The most recent share
trading history provides evidence of the Tair market value of the shares in a company
where they are publicly traded in an informed and liquid markel.

Based on the share trading information for Mesoblast we have assessed the market
capitalisation, based on the 20 day volume weighted average price (VWAP) to 24 August
2006 of $1.31, to be $140.7 million.

Cash on the balance sheet at 30 June 2006 is $9.2 million. Mesoblasi’s balance sheet
consists primarily of cash and the equity accounted investment in Angioblast. This
implies a value of $131.5 million for the combined [P of Mesoblast (100%) and
Angioblast (33.3%).

This implied value broadly supports the equity value of Angioblast derived from the
probability weighted discounted cash flow which has been valued in the range of $88.4
million to $123.0 million, on a minority interest basis.
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6.4 Conclusions

The assessed range of the value of 8.854% of the equity in Angioblast, after the Proposed
Transaction compared 10 the net present value of the consideration paid by Mesoblast is
summarised in the following table.

Tabla 7: Valuation of an 8.854% interest in Angloblast after Proposed Transaction

Deloitte assessed value of an #.854% inferest in Angioblast 6.2.6 8.3 114
Consideration paid by Mesoblast for an 8.854% interest in 6.2.6 3.9 3.9
Angioblast

Source: Deloitte analysis

6.5 Option to undertake additional investment

In relation to the option to subscribe for additional shares in Angioblast within the 15
months of shareholder approval, we note the following:

*

»
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Mesoblast is not required to pay any premium to acquire the option
Angioblast must agree to Mesoblast exercising the option

the Series B-1 Preferred shares shall be purchased for the same price as the Series B
Preferred shares ($20.00 per share), and shall have substantially the same terms as the
Series B Preferred shares. The conversion rate into ordinary shares in the Company
equal to the lower of:

» the rate being 10% higher than the conversion tate of the Series B Preferred
shares

* any other price agreed between the Angioblast and Mesoblast

we have assessed the current value of the Series B Preferred shares at more than 10%
higher than the price payable by Mesoblast which implies that the exercise price is
currently not greater than our current assessed value

if the value of Angioblast increases over the life of the option, Mesoblast could
potentially participate in this upside

Mesoblast has indicated that if the value of Angioblast decreased, for example due to
Angioblast failing to deliver on its agreed milestones, then Mesoblast may decline to
exercise the option

Mesoblast has indicated that this option would not be exercised unless Mesoblast was
able 10 access additional funding which did not impact on Mesoblast's current
proposed Phase I Clinical Trial in an Orthopaedic indication

in considering the valuation of the Proposed Transaction, we have not attributed value
to the option held, however, the option may lead to an overall increase in the value of
the Proposed Transaction to Mesoblast.
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6.6 Other considerations

We are not aware of any offers for Angioblast.
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Evaluation and conclusion

7.1 Evaluoation

Mesoblast proposes to inject further equity of up to $8.5 million into Angioblast in
exchange for 425,000 of Angioblast Series B shares, which equates to an 8.854% inferest
in the entire issued share capital of Angioblast, :

In our opinion, the Proposed Transaction is fair and reasonable.

We have formed our opinion on the reasonableness of the Proposed Transaction based on
an analysis of the likely advantages and disadvantages to Shareholders of accepting the
Proposed Transaction. This includes a comparison of the net present value of the
consideration paid to Angioblast to the value of Angioblast Series B Preferred shares
issued 10 Mesoblast.

We summarise our valuation and other analysis below.

Valuation
We have valued:

e 100% of Angioblast (on a control basis) in the range of $125.1 million to 152.5
million '

e a 8.854% interest in Angioblast (on a minority basis) in the range of $8.3 million to
$11.4 million

e the net present value of the consideration to be $5.9 million.

We set out our analysis in the table below:

Assessed value of 100% of Angioblast prior 1o the Proposed Transaction 125.1 152.3
Cash balance 1.2 1.2
Vulue of 100% of Angioblast (on a control busis} 126.3 1337
Discount for minority interest 30% 20%
Value of 1009 of Angioblast (on a minority interest basis) 884 123.0
Present value of new investment in Angioblast by Mesoblast' 39 5.9
Value of 100% of Angioblast after the Proposed Transuction 043 ' 1288
Value of 8.854% of Angioblast after the Proposed Transacfion 83 114

Source: Deloitte analysis

Advantages of the Proposed Teansaction

We have identified the following advantages to Mesoblast’s non-associated shareholders
of undertaking the Proposed Transaction:

» the Proposed Transaction is fair:
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* we have valued an 8.854% interest in Angioblast in the range of $8.3 million to
$11.4 million on a minority interest basis

» 1this is higher than our assessment of the net present value of the consideration of
$5.9 million, as set out in the table below

Evaluatlono fairn

Deloitte assessed value of an 8.854% interest in Angioblast 6.2.6 83
{minority basis)

Consideration paid by Mesoblast for an 8.854% interest in 6.2.6 5.9
Angioblast

4

5.9

Source: Defoilte analysis

* we have estimated the fair market value of Angioblast using the discounted cash
flow method, which estimates the value of Angioblast by discounting its
estimated future cash flows to their present value. We engaged Acuity
Technology Management Pty Limited {Acuity), an independent expert in
biotechnology, to prepare a report providing projections of cash flows for
Angioblast and an assessment of the probability of Angioblast’s technology
successfully advancing through each phase of its development. This report is
attached in Appendix 4

¢ the Proposed Transaction provides Mesoblast shareholders with a further opportunity
to maximise their potential earnings from the commercialisation of adult stem cell
technology being developed by Angioblast while minimising the costs associated
with supporting the research and development (R&D)

* the Proposed Transaction is structured so that,the proposed investment of $8.5
million and allocation of Series B Preferred shares occurs in two stages and upon
completion of milestones:

» Stage I: An initial payment of $3 million (the Initial Close) payable in instalments
for the issuance of 150,000 Series B Preferred shares. Angioblast is required to
apply these funds to development and commercialisation of the Common
Technology Platform.

»  Stage I1: Payments totalling $5.5 million (the Second Close) in instalments for
the issuance of 275,000 Series B Preferred shares. The payments are conditional
upon the written approval by the FDA to commence Phase [I clinical trials. The
Second Close is intended for the sole purpose of achieving the Phase Il clinical
trial report and will be paid in line with an agreed expenditure program which is
contingent upon Angioblast meeting various milestones associated with clinical
outcomes

This instalment structure reduces the risk to Mesoblast and its shareholders

» the Proposed Transaction provides Mesoblast with an opfion to invest up to a further
$5 million in Angioblast (contingent upon Angioblast’s approval) within 15 months
of shareholder approval of the Proposed Transaction through the purchase of Series
B-1 Preferred shares. The Mesoblast board of directars has stated that they would not
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exercise this option unless Mesoblast was able to access funding which did not
impact on Mesoblast’s current proposed Phase 11 Clinical Trial in an Orthopaedic
indication.

The Series B-1 Preferred shares shall be issued for the same price per share as the
Series B Preferred shares and shall have substantially the same terms as the Series B
Preferred shares, except for their conversion rate into ordinary shares in Angioblast.
The conversion rate shall be equal to the lower of:

» the rate being 10% higher than the conversion rate of the Series B Preferred

» any other price agreed between Angioblast and Mesoblast.

We have not attributed value to the option in considering the valuation of the
Proposed Transaction, however, the option may lead to an overall increase in the
value of the Propoesed Transaction to Mesoblast

the transaction agreements provide Mesoblast with the following shareholder rights
including:

* the appoiniment of a second Mesoblast director on the Angioblast board

» anti-dilution provisions associated with new capital raising

» restrictions associated with debt raisings and, subject 10 certain exceptions, a
moratorium which prevents Angioblast dealing with its technology with other
third party organizations

» penalties for non performance including a possible doubling up of shares to be
issued to Mesoblast

*»  Angioblast is obligated to comply with an agreed project expenditure program
whereby funds must be used only 10 progress Phase 11 trials and that Angioblast
must provide periodic information to Mesoblast on progress.

Bisadvamtages of the Proposed Transaction

We have identified the following disadvantages to Mesoblast’s nor-associated
shareholders of undertaking the Proposed Transaction:
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our valuation of Angioblast recognises the substantial risks associated with pre-
clinical stage projects. If a project does not reach a commercial stage of development
in future years, the value of Angioblast is likely to be significantly lower than our
estimated value of Angioblast

the investment will lead to the issue of further shares in Angioblast which will have
the effect of diluting Mesoblast’s existing 33.3% sharcholding in Angioblast to
around 30.382% (or further if Angioblast fails to deliver the “Phase 1l Clinica! Trial
Report™ within 39 months from first patient recruitment)

following the Proposed Transaction, Mesoblast will continue to have a minority
interest in Angioblast and will be subject to the risks associated with being a minority

shareholder

Mesoblast will become increasingly celiant on Angioblast to monitor the quality of
R&D that is underiaken

since the value of Angioblast is denominated in US$, the Proposed Transaction is
likely to increase the exposure of Mesoblast to fluctuations in the § and US$
exchange rates.
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7.2 Conclusion

In concluding on the fairness and reasonableness of the Proposed Transaction we have
considered all the circumstances of the proposed transaction, including the likely
advantages and disadvantages to non-associated shareholders of the Proposed Transaction
proceeding with the likely advantages and disadvantages of the Proposed Transaction not
proceeding, and the value of an 8.854% interest in Angioblast with the price to be paid by
Mesoblast.

Based on the foregoing, we are of the opinion that the Proposed Transaction is fair
and reasonable to the non-associated shareholders.
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Appendix 1: Glossary

Raference

$ .
Acuity
Angioblast
ASIC
ASX:
AUS’
CHF
Company
Deloitte
DMSO
DNA'
EBIT:
EBITDA

FDA .
GMP,
IBIS
Independent Directors

1

PO

IMVS:

IND

Listing Rules
Medvet Sciences
Mesoblast

MPC "

NPAT

NCE #

Novartis

NTA :

Osiris .

PAT-I'
Proposed Transaction
PS

R&D

SDF-1,

Section 640

Series B Preferred shares
Series B-1 Preferred shares

Sharcholders
SWOT

us

US$
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Dofinition

Australian dollars

Acuity Technology Management Pty Limited
Angioblast Systems Inc.

Australian Securities and Investments Commission
Australian Stock Exchange Limited

Australian Auditing Standards

Congestive Heart Failure

Mesoblast Limited

Deloitte Corporate Finance Pty Limited
Cryoprotective agent

Deoxyribonucleic acid

Earnings before interest and tax

Earnings before interest, tax, depreciation and
amortisation

US Foods and Drug Agency

Good Manufacturing Process

IBIS World Pty Ltd

Directors of Mesoblast who are not also directors of
Angioblast

Inteflectual Property

Initial Public Offering

Institute of Veterinary and Medica) Science (Adelaide)
Investigational New Drug

Chapter 10 of the Listing Rules of the ASX
Medvet Sciences Pty Limited

Mesoblast Limited

Mesenchymal Precursor cells (i.e. adult stem cells)
Net profit after 1ax

New Chemical Entities

Novartis Group

Net tangible assets

Osiris Inc.

Plasminogen activatorinhibitor type 1

Mesoblast’s offer to acquire 9.7% interest in Angioblast
ASIC Policy Statement

Research and development

Stromal derived factor |

Section 640 of the Corporations Act 2001
Angioblast Series B Preferred Stock

Angicblast Series B-1 Preferred Stock

Existing holders of Mesoblast securities

Strengths, weaknesses, opportunities and threats
United States of America

US dollars
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Appendix 2: Discount rate

The discount rate used to equate the future cash flows to their present value reflects the risk
adjusted rate of return demanded by a hypothetical investor. Discount rates are determined based
on the cost of an entity’s debt and equity weighted by the proportion of debt and equity used.
This is commonly referred to as the weighted average cost of capital (WACC). The WACC can
be derived using the following formula:

waCC=( 24k, )+ (22K 0-1))

The components of the formula are:

K . = cost of equity capital

Ky = cost of debt

L = corporate tax rate

EV = proportion of company funded by equity
oV, = proportion of company funded by debt

The adjustment of Ky by (1- &) retlects the tax deductibility of interest payments on debt funding.
The corpordte tax rate has been assumed to be 35%.

As Ant,l{)bldst does not currently carry any debt, we have calculated the debt 1o equity mix of
Angioblast, at the date of this report, to be 0% debt and 100% equity and therefore applied a cost
of equnty rather than WACC to discount projected cash flows to their present value. This capital
btrucwre is not inconsistent with industry averages.

In 5eleu:m§, an appropriate range of discount rates and in applying the selected discount rates to
ihe cash flow projeciions, we have considered the following:

Angioblast’s cost of capital, as discussed below

» the projected cash flows have been probability adjusted to reflect the statistical likelihood of
. technical success. However, it does not necessarily capture the likelihood of commercial
“success, although it is usual for approved therapeutic products to also succeed commercially
.due to lack of competition. The actual technical outcome is binary, in that the project will

‘either succeed (fow probability) or not (high probability) succeed

E ! Angioblast’s R&D programme requires it to incur a certain level of future costs, which may
i or may not result in a project progressing to the next stage of development

" Angioblast is at a very early stage and there is significant work to be undertaken to progress,
> which may take longer and cost more than currently envisaged

_the milestone payments are fixed in terms of amount, although the timing of receipt will
- depend on when the milestone is actually met

" if Angioblast overcomes the technical and commercial hurdles, the timing and quantum of the

royalties received will vary from the projected royalties, perhaps significantly

" the end markets targeted are very large - if a project overcomes the technical and commercial
' hurdles then it could be extremely valuable
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. | . there are a number of other competing projects currently under research and there may be a
i s similar product which reaches the market earlier (first mover advantage), or be more effective
. in treating patients. The opposite may also be true.

Cost of equity capital (K)
Thé cost of equity, K., is the rate of return that investors require to make an equity investment in a
firm.

We have used the Capital Asset Pricing Model (CAPM) 1o estimate the K, for Angioblast.
CAPM calculates the minimum rate of return that the company must earn on the equity-financed
portion of its capital to leave the market price of its shares unchanged. The CAPM is the most
widely accepted and used methodology for determining the cost of equity capital.

The cost of equity capital under CAPM is determined using the tollowing formula:

(K- = R+ B(Ra. R)+al
The components of the formula are:

K, = required return on equity
R, = the risk free rate of retum
R, = the expected return on the market portfolio
B = beta, the systematic risk of a stock which can be objectively measured by the
“ responsiveness of company returns 1o movements in returns earned on the market
portfolio
a = specific company risk premium

Risk free rate (Rf)

The risk free rate compensates the investor for the time value of money and the expected inflation
rate over the investment period. The frequently adopted proxy for the risk free rate is the long-
term government bond rate.

Qur cash flow model projects cash flows in US$, which we have ranslated to $ at the current spot
rate) Accordingly, in determining Ry we have taken the 10-year US Government Bond yield on

31 July 2006 of 4.98%. The 10-year bond rate is a widely used and accepied benchmark for the
risk free rate. This rate represents a nominal rate and thus includes inflation.

quiity market risk preminm {EMRP)

The EMRP (R,, — Ry} represents the risk associated with holding a market portfolio of
investments, that is, the difference between the expected return on holding the market portfolio
and the risk free rate. [t is the excess retumn above the risk free rate that investors demand for
the1r increased exposure to risk when investing in equity securities.

Selected EMRP

A recent study published in the 2005 edition of SBBI, by Ibbotson & Associates, estimates that
the future EMRP for the US to be 6.1%, which is based on an arithmetic average.
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The recent study undertaken for the Centre for Research in Finance at AGSM detailed a number
of estimates for the EMRP. The EMRP calculated using arithmetic averaging of returns between
January 1974 and June 2004, including October 1987, without adjusting for franking credits, was
5.81%. This EMRP is consistent with other studies in developed markets. In particular, Roger
Ibbotson and Peng Chen, of Ibbotson & Associates and the Yale School of Management
respectively, estimated the expected long-term equity risk premium in the US (relative to the
long-term govemment bond yield) to be about 6% arithmetically and 4% geometrically (Financial
Analylsis Journal, Vol. 59, No. 1, February 2003).

We héive adopted 6% as the EMRP for the purpose of our valvation.

Beta estimate (§)

Description

The bjcm coefficient measures the systematic risk of a company in comparison 1o the market as a
whole. A beta of greater than one indicates greater market related risk than average, while a beta
of less than one indicates Jess risk than average. The betas of various Australian industries listed
on the ASX are reproduced below.

Figure 7: Botas for various Industries (as at December 2004)
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The differences are related to the business risks associated with the industry. For example, the
above diagram indicates the media industry is riskier than the utilities industry. The beta for an
asset can be estimated by regressing the returns on any asset against returns on an index
representing the market portfolio, over a reasonable time period.

Market evidence
In estimating an appropriate beta for Angioblast we have considered the betas of listed companies
that are comparable to Angioblast.
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Financial sarvices earnings multiples — markat trading

Psivida'Limited AUD n/a 3.3 94.5 107.3 1.15
Peprech Limited AUD 46.0 333 162.1 201.8 .84
Life Therapeutics AUD 373 (6.8) 163.8 [54.0 [.10
Harvard Biosciences Ing. UsD 67.4 8.2 325 1316 0.76
Stemcells Inc. UsD 0.2 (16.9) 149.9 182.8 103
Cytogenix Inc usn - (3.5) 9.7 94.0 L.1%
Phosphogenics Lid AUD 3.0 (5.0 2110 224.2 0.79
Sungamo Biosciences Inc. USD 2.5 (13.8) 130.2 177.2 1.49
Immundgen Ine. ushD 357 (12.8) 4d4.4 135.0 Ldl
Institate of Drug Technology AUD 26.6 6.2 61.2 604 0.41
Australin

Keged Biotechnology Lid AUD ) (3.5) 6.9 04 0.83
Prima Biomed Limited AUD n/a (5.9} 4.7 (2.2 0.95
Low - .41
Averape 125.2 132.2 0.99
Median 0.99
High ~ ' 1.49

Source: Bloombery
Note: | n/a—not available

The c?mparab[e companies are described in Appendix 3.

The observed beta is a function of the underlying risk of the cash flows of the company, together
with the capital structure and tax position of that company. This is described as the levered beta.

The capital structure and tax position of the entities in the table above may not be the same as
Angioblast. The levered beta is often adjusted for the effect of the capital structure and tax
position. This adjusted beta is referred 10 as the unlevered beta. The unlevered beta isa
reflection of the underlying risk of the pre-financing cash flows of the entity.

'

Beta :(8) Jactor

In considering an appropriate beta for Angioblast we have considered the average unlevered beta
for the companies that are comparable to Angioblast is 0.99 and range from 0.41 to 1.49. We note
that génerally, except for Peptech, Harvard Biosciences and nstitute of Drug Technology, these
companies have no significant revenues and are [oss making. The most comparable would by
Cytogenix Inc. which has a similar enterprise value, is not generating revenues at this stage and is
loss making. We would expect the beta for Angioblast to be at the higher end of the comparable
company range. We have adopted a levered beta for Angioblast of 1.40 to 1.55.

Assessed discount rate

Based_:'on the above factors we have estimated a nominal post-tax cost of equity, K., to apply to
Angioblast’s cash flows, in the range of 13.0% to 15.0%, as follows:
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Table 9:; K, applied to vatuation of Angioblast

Risk free rate (%4) 3.0% 5.0%
EMRP (%) 6.0% 6.0%
Betn 1.40 1.55

Sclcqtcd WACC 13.0% 15.0%

|

|

Cost of equity capimt (Ke) 13.4% 14.3%
Sourve: Deloitte Bnalysis
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Appendix 3: Comparable entities

We p:fbvide the descriptions for each of the above comparable entities as follows:

Cytogenix Inc. is a biotechnology R&D company focusing on the intracellular expression of

single stranded DNA. The company holds exclusive rights to technology that produces single

stranded DNA in bacteria, plants, and animals. CytoGenix seeks to incorporate this procedure '
into the antisense gene therapy market.

Harvard Bioscience Inc. develops, manufactures, and markets tools used in drug discovery
research and pharmaceutical and biotechnology companies, universities, and government
laboratories. The company's tools include proteomics products that allow researchers to purify
and analyse proteins and ADMET screening products that test drug candidates.

Immunogen tnc. develops pharmaceuticals, primarily for the treatment of cancer. The company's
tumotir-activated prodrugs deliver chemotherapy specifically to a tumour. ImmunoGen has three
drugs in clinical trials and is negotiating to take a drug into phase 1l trial. These products are
being tested for the treatment of colorectal and small-cell lung cancer.

Institete of Drog Technology Ansiralia Limited develops products and services in the
pharmaceutical and related industries. Products developed include pharmaceuticals, cosmetics,
veterinary, household, inorganic and biochemicals. The company also provides safety and
efficacy testing services and product formulation analysis to companies which produce veterinary
chemicals.

Life Therapeutics Limited is a biotechnology company which researches, develops,
manufactures and markets separation technologies for the life sciences market, as well as blood
clotting tests for genetic disorders for the health industry. The company's technotogies are used
for blood fractionation, monoclonal antibodies, viral decontamination, dialysis and general
biological research.

Pepiech Limited researches, develops, produces and markets peptides, antibodies and related
products for the pharmaceutical, veterinary and agricultural industries. The company's peptide-
based products are used for the treatment of diseases in the areas of cancer, inflammation and
infe{;tion in humans and the management of animal health and fertility.

Phdﬁphngenisﬁ Limited is a biotechnology company focused on the development of technology
with applications to the nutraceuticals and pharmaceutical areas. The company's primary focus is
a process to turn fat-soluble compounds into the phosphate form.

Prima Biomed Limited is an Australian biotechnology company with a portfolio of products
focused in the therapeutic area of cancer.

Psivida Limited is an Australian-based international bioengineering and biotechnology company
which is involved in the development and commercialisation of BioSilicon technology which is
used for drug delivery.

Sangamo Biosciences Ine. researches and develops transcription factors in the regulation of
geries. These transcription factors are the proteins that turn genes on and off and regulate gene
expression by recognizing specific DNA sequences.
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Stemdells Ine. is a biotechnology company. The company discovers, develops, and
commercialises stem cell-based therapies to treat diseases of the central nervous system, liver,
and the pancreas. StemCells seeks to repair or repopulate neural, or other tissue that has been
damaged or lost as a result of disease of injury.

&

Xce&:cﬁ& Biotechnolopy Limited is a biotechnology investment company. The company provides
organoboron compounds and services o the pharmaceutical and biotechnology industry. The
company also develops polymer platform technology that is used in orthopaedics, dental, drug
delivery and wound repair.
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Appendix 4: Acuity report
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14 September 2006

Deloitte Corporate Finance Pty Limited
180 Flinders Street
Melbourne VIC 3000

Dear Sirs
Independent Industry Report — Angioblast Systems, Inc

This report has been prepared at the request of Deloitte Corporate Finance
Pty Limited (Deloitte Corporate Finance) for inclusion in an independent
expert’s report to be addressed to the Directors of Mesoblast Limited
(Mesoblast). We understand that the independent expert’s report will be
dated on or about 15 September 2006 and will be included in a Statement
to be provided to Mesoblast shareholders in refation to the proposed
acquisition of shares in Angioblast Systems, Inc. (Angioblast or the
Company). Mesoblast and Angioblast share a common significant
sharehotder (Professor Silviu ltescu) and common Directors (Professor
Silviu ltescu and Donal O'Dwyer). The non-associated shareholders in
Mesoblast will be required to vote on the share acquisition and Deloitie
Corporate Finance’s report will provide a comment as to whether the
transaction is fair and reasonable.

Ac'lfjity Technology Management Pty Ltd (Acuity) has been requested by
Deloitte Corporate Finance to review the technology, patents and licence
agreements held by Angioblast and provide financial projections for the
Company which will form the basis for a valuation to be undertaken by
Deloitte Corporate Finanice. Angioblast is a US-based company
developing Mesenchymal Precursor Cell (MPC) technology with imitial
applications directed at the treatment of cardiac disease.

Specifically, we were required to comment on the following matters:

" An overview of the Company and its IP, including its patents;

The potential markets for the Company’s intellectual property (1P);

. An analysis of the possible routes to market for the Company’s IP;

- An assessment of the technical and commercial risks for the

i Company’s IP, together with an assessment of the [P’s probability of
¢ success in the market;

»  Anassessment of the potential market size, market penetration and
time to market for the Company’s IP;

o  Details of the likely costs the Company will have to incur in order to
- achieve the route to market;

Aculty
Technokgy
Ranegemaet Pty Lix

ABN 88008 77T 41T

Tk 9372 031
Fux 8572 0632
Moblle: 04 111 4467

Emak; aculty@higpond.oom



-

Details of the potential revenues the Company may expect to generate;

A general summary of the likely revenues and expenditures the Company is
expected to incur over the forecast period;

Sources of information used; and

Qualifications and experience which qualify Acuity to act as technical expert.

This review is based on documents provided by Angioblast and Mesoblast, online
database searches through the Internet and publicly accessible subscription services, and
discussions with Angioblast staff. Details of specific documents provided by the
companies under confidentiality are provided at the end of this report. Other, publicly
accessible references are footnoted throughout the report.

1 ;The Technology and Products

Bac!fground to the Technology

Angioblast has a number of platform technologies in development, the primary and
most advanced is adult mesenchymal stem cells for the treatment of cardiovascular
diseases. The Company has acquired and independently developed patents and patent
applications protecting the use of a unique group of cells called MPCs. The patent
applications describe tools used to isolate these cells, the cells themselves as defined by
certain surface markers on the cells, and the use of these cells in treating various
medical conditions.

Two other technologies are also under development, a peptide therapeutic stromal-
derived factor | and drug eluting stents based on RNA silencing technology with the
lead candidate targeting plasminogen activator inhibitor 1.

A
In preparing cash flow projections for the Company, we have concentrated on MPC
technology as plans for their further development and commercialisation are the most
advanced. The MPC technology has:

. C‘ompleted pre-clinical manufacturing of the two vital components, being (i) the
hybridoma derived monoclonal antibodies, and (ii} the MPC isolation (using the
monoclonal antibodies), storage, expansion and administration. Both components
can be conducted under mandatory Good Manufacturing Procedures (GMP)
guidelines and the cell therapies component is adequate for both autologous and
allogeneic treatments';

¢  Demonstrated efficacy in animal models of congestive heart failure (CHF) and
acute myocardial infarction (MI) or heart attack; and

' “Autologous" means that cells from a patient are obtained, expanded, and then used to treat the donating
patient only. Autologous treatment with another form of precursor cells, haematopoietic cells, is routine
practice for patients undergoing ablative radiotherapy for cancer. “Allogeneic” means that cells and are
obtained from a donor and then used {0 treat one or a mnultitude of unrelated recipients.
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e Commenced clinical trials in Australia as an autologous treatment for acute MI.
This study aims at proving safety but, because it will be administered to patients
who have suffered a heart attack, will also be a source of early human efficacy
diata. At the time of writing the study is about 50% completed.

Stem cell therapy represents an increasingly important modality in treating and curing
human disease. It involves the use of living cells to replace and initiate the production
of other cells that are missing or damaged due to disease or injury.

Adult stem cells, including MPCs, are restricted in their ability to differentiate into other
cell types. Embryonic stem cells, on the other hand, can generate a greater variety of
tissue types and have been viewed by many as the ideal starting point for repair and
replaéement of tissue and organs. It is currently difficult to regulate and direct
embryomc stem cells into particular cell types and, as a consequence, there have been
concerns about cancer formation should such cells proliferate uncontrollably. Access to
sufficient numbers of embryonic stem cells has raised ethical concerns as the current
sources are early stage human embryos or through therapeutic cloning and, as a
consequencc, mainstream pharmaceutical and medical device companies will find it
dnfﬁcy!t to commercialise embryonic stem cell technologies.

Current medical treatment in the use of stem cells is focused on the use of
haematopoietic (blood) stem cells to regenerate healthy, functioning bone marrow to
establish and maintain the blood and immune system, often as an adjunct to cancer
therapy. Haematopoietic precursor cells have been used in myeloblative cancer therapy
for over 40 years with more than 200,000 procedures performed to 2000. The IP used
in this stem cell therapy is the same as that adopted by Angioblast.

Angioblast’s platform is built upon the discovery of a particular class of adult-derived
mesenchymal stem cells and the development of methods to isolate and define these
cells.’ The intellectual property (IP) owned by Angioblast covers tools for the
purification of MPCs from bone marrow aspirates and other tissue, and further defines
the MPC by surface markers. Additional IP relates to the application of MPCs to treat
specl__f' ic medical conditions.

MPCs are immature cells that have the ability to transform into mature, specialised cells
in mesenchymal or connective tissue. In addition, they divide in culture producing
progeny and increasing numbers. They may be “bulked-up” in the laboratory for
delivery to many individuals and once administered to relevant tissue along with the
appropnate growth factors, grow to join or replace damaged tissue. As a consequence,
such cells may prove beneficial in treating bone fractures, for cartilage replacement,
heart muscle restoration and many other applications.
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Perhaps the most important feature of MPCs is that they do not appear to initiate an
immune response when harvested from one individual and implanted into another,
although this has still to be demonstrated definitively in humans. If this non-
immunogenicity of MPCs is verified, the potential is for MPCs to be produced from a
limited number of donor sources and supplied to large numbers of unrelated patients.
Such a business model is more aligned to pharmaceutical production and supply than to
cell therdples as being practiced with haematopoietic stem cells or under development
by other stem cell companies.

Angmblast has an assignment of patents lodged initially in the name of Adelaide’s
Instltute of Veterinary and Medical Science (IMVS) which provides rights to
applications of MPCs in all fields other than orthopaedic. Mesoblast has a scparate
agreement with IMVS, through the latter’s commercial arm Medvet Science Pty Ltd, for
orthopded:c bone and cartilage, applications.

Applications

Mesenchymal, or human bone marrow stromal, stem cells, are non-hematopoietic bone
marrow-der]ved progenitor cells with the ability to transform into a variety of structural
tissue when provided with the right stimuli. Although the precise signals necessary to
direct cell differentiation to speclallsed cells are not known, placement of a precursor
cell into the appropriate environment is often all that is necessary to achieve the desired
outcome. The surrounding cells provide the correct chemical signals. Thus placement
of mesenchymal stem sells into cardiac muscle will cause them to differentiate into
myocardlum or heart muscle cells. Mesenchymal stem cells may also evolve into
cartilage, bone, skeletal muscle, tendon, ligament, fibrous connective tissue, blood and
lymphatic vessels, and fat.

Angioblast’s interest in MPCs is for the treatment of heart and vascular diseases,
including CHF and MI, but it is also aiming to explore applications in wound healing
and skin ulcers, and in peripheral artery disease.

Intellectual Property

Angioblast has exclusively licensed and received assignment rights to a portfolio of
patents for the commercialisation of MPCs from Medvet Science which represents
Adelaide’s Hanson Institute and the IMVS in such transactions.

The assigned patents and others applied for in the name of Angioblast aim to provide an
exclusive and protected position for MPC composition-of-matter, methods for MPC
isolation, and use indications for cell therapy. The Company’s R&D programs may also
seek to develop additional positions in the areas of in vitro stem cell expansion and
differentiation, genetic manipulation of the stem cells, and use of the stem cells as tools
for high throughput screening of drug candidates.
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The composition-of-matter claims derive from the identification of proprietary markers
on the surface of aduft MPCs which the Company believes provide strong support for
claims to a novel cell type and prevents competitors from generating crude or mixed cell
products which contain substantial amounts of these “proprietary” MPCs. The
Company believes that the MPC population with the surface markers characterised by
its monoclonal antibodies contains essentially all the functional adult stromal stem cells
in human.s The patents cannot preclude competitors and medical practitioners from
using crude bone marrow aspirates containing stromal cells, but they will not be able to
purify or concentrate MPCs without infringing patents. The result for anyone
atiempting such procedures will be cell mixtures containing exceedingly low numbers
of MPCs which, by definition, will be significantly less effective than Angioblast’s
MPC products and possibly unsuitable for allogeneic administration.

The Company’s methodology for MPC isolation involves use of proprietary and
patented monoclonal antibodies targeting surface markers. Altermative methods for
stromal stem cell separation have been developed, and in some cases patented, by other
compames We understand that Angioblast is not constrained by competing patents.

Angmblast’s culture-expanded MPC population is unique by virtue of the purity of the
starting MPCs and the differentiated progeny of the MPCs. The Company has shown
that fihese cells differ from cultured competitor products by their surface characteristics
and genetic phenotype. Consequently, the Company has complete freedom to operate
with'respect to implantation of the culture-expanded cells in various disease states.
Moreover, to further strengthen its position, the Company has filed patent applications
covering the use of these cells for various indications and the novel mechanisms by
which tissue regeneration is achieved.

Pre-clinical and Clinical Trials

A considerable amount of research has been completed by the Company in
collaboration with the IMVS and Mesoblast. The basic research to 1dentify the MPC
population and develop technology to isolate these celis, and other necessary
information essential for supporting patent applications has been completed.

The Company has collaborated with Cell Therapies Pty Ltd (a Melbourne company
part-owned by the Peter MacCallum Cancer Institute and with access rights to the
Institute’s clinical suites which comply with GMP), Cambrex, Inc. (USA) and Avid
Biosciences, Inc. (USA) in the development of antibody production and MPC handling
processes to GMP standards for both autologous and allogeneic application.

A Phase Ib autologous clinical trial has been initiated to evaluate safety of the
manufacturing process and the administration to humans of cultured MPCs. The trial
will involve patients with myocardial ischaemia. It is anticipated that this study will be
completed in late 2006. The trial will be conducted at the John Hunter Hospital in NSW
under the Australian Clinical Trials Notification (CTN) Scheme. Our review of the
Company’s records confirms that the appropriate ethics committee approval has been
obtained, the Therapeutic Goods Administration (TGA) advised and that patient
recruitment has commenced.
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A nuj‘nber of studies have been undertaken in sheep looking at safety of allogeneic
MPC, suitable dosage levels and delivery method. These studies were conducted at a
number of independent sites in Australia and the USA.

The US Food and Drug Administration (FDA) requires a sponsor company to lodge an
Investigational New Drug (IND) Application for approval prior to the commencement
of human clinical trials in the USA. Angioblast is currently preparing its IND with the
intention of conducting a Phase 11 clinical trial using allogeneic MPCs for heart failure.
This :gtudy is planned to commence in early 2007. The IND will draw on results of the
autologous human study in Australia and the allogeneic study in sheep. It will be the
first allogeneic study with MPC in humans and will be pivotal to the commercial
success of the product.

Regnilatory Approvals

As stated in the previous section, approvals have been obtained in Australia for trials
involving the administration of MPC 1o patients from whom they were isolated -
autologous usage. The Australian process being followed by the Company is known as
a CTN in which the only approval necessary is from the research establishment’s human
ethics committee. This process is rigorous but generally not as thorough or as
restrictive as the US IND.

As well as the Angioblast study at John Hunter Hospital, Mesoblast is conducting, and
has approvals for, a human study in delayed healing bone fractures being conducted at
the Royal Melbourne Hospital. Both the Angioblast and the Mesoblast studies will help
establish safety of the MPC products as well as prove up the MPC manufacturing and
clinical protocols.

It is important to point out that guidelines for the trialling and approval of cell therapies,
although well advanced, are still under development in the USA and other parts of the
world, including Australia. Both the regulators and companies developing stem cell
technologies are learning as studies progress.

Route to Market

The usual route to market for biotechnology companies is to out-license intellectual
property at an advanced stage of development to a large pharmaceutical, medical device
or biotechnology company. Licensing is desirable because it provides access to the
resources and skills of the larger partner in production and distribution, marketing and
regulétory affairs. It brings products to market more rapidly and provides maximum
market impetus. It also reduces the financial burden on ofien under-capitalised
companies and greatly reduces risks.
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It is clear that Angioblast has a desire to progress development of its products for as
long as possible prior to licensing and to retain independence from a major
pharmaceutical or medical device company. It may seek a trade sale, sale of individual
chmca] applications, or joint venture rather than license its products. The advantage to
Ang,loblast of deferring a deal is that it can ask for a bigger slice of the pie in the form
of a sale price, up-front payments and/or royalties the more advanced the product is.
The problems are that Angioblast wears all the development risks, or at least those risks
that are encountered prior to licensing or collaborating, with the possibility that it could
fail at‘:‘any stage leaving shareholders with very little, and the continuously escalating
cost of development as it progresses down the trials and approvals route.

Angioblast has not publicly indicated a specific licensing point or, for that matter, a
preferrcd route to commercialisation. For the purposes of our modelling, we have
assumed that the Company can fund R&D to the point of receipt of marketing approvals
m the a,USA for at least two of its targeted indications.

Collaborations & Agreements

ASX-listed Mesoblast acquired a 33% interest in Angioblast in 2004 following the
former’s initial public offering. This equity investment is subject to Angioblast meeting
certain milestones related to the development of MPC technology. These milestones are
generally of mutual interest to both Mesoblast and Angioblast, being complementary to
bone and cartilage (Mesoblast’s field of interest) and cardiovascular applications. The
final payment from Mesoblast is due once Angioblast has filed its IND with the FDA.

There 1s a joint expenditure program between the Mesoblast and Angioblast which
covers the GMP process development, and certain preclinical and clinical costs.

Angioblast will seek early collaborations with diverse corporate partners to enable rapid
penetration in each market by product and geography. The Company envisages that for
patients with acute MI, CHF, and coronary artery disease, the MPCs will be injected by
cardiac catheter or minimally-invasive devices directly into the heart. Potential
corporate partners for these products include catheter manufactures such as Guidant,
Medtronic, Cordis Corporation, St. Jude's Medical and Boston Scientific.

In November 2005, Angioblast entered into a formal non-exclusive collaborative
agreement with Cordis Corporation, a Johnson & Johnson company. Cordis is a
worldwide leader in developing and manufacturing interventional vascular technology
mgludmb the drug eluting Cypher® stent. Cordis’s latest generation heart catheter
systemn has been specifically developed to deliver cells or other biological products
directly into the heart. The catheter system received its first worldwide test in patients
in conjunction with MPCs during Angioblast’s current autologous clinical trial.
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For patients in need of heart muscle repair, alone or as an adjunct to coronary artery
bypass grafting (CABG), or for patients in need of healing of skin ulcers, the MPCs
may need to be delivered together with a biodegradable patch or matrix. For these
applications, the Company will seek corporate partners with expertise in scaffold
technology (eg. Genzyme, Ethicon/Johnson & Johnson, Novartis, Dow, and Lifecell).

2 Markets & Competition
‘The Pharmaceutical Industry

The global prescription and over-the-counter pharmaceutical market was estimated to be
in excess of US$600 billion in 2005 at the retail level. Cardiovascular disease is a
leading therapeutic category worth over USS75 billion in 2004 and expected to exceed
US$100 billion by 2008. This broad-based group includes treatments for heart attacks,
hypertension, angina, arrhythmia, and elevated cholesterol levels. Cardiovascular drugs
represent a high priority for many leading drug companies.

Cardii)vascular disease was estimated to cost the USA US$287 billion in 1999, and the
burden continues to grow as the population ages.

The principle aims of cardiovascular therapies are to reduce morbidity and mortality
from heart attacks, strokes and other blood vessel related disease. Hence, an emphasis
on lowering blood pressure and reducing cholesterol levels. The markets for treating
CHF and the consequences of heart attack are currently poorly serviced.

The delivery of stem cells to a patient for therapeutic purposes is a new approach to
therapeutic intervention and there are, as yet, no products generating income. An
effective cell therapy that helps in repairing the heart would have a significant market.
If such a treatment became the standard of care for heart attack survivors or CHF
sufferérs, revenues of many tens of billions of dollars annually would be possible.® At
this stage, however, as no therapy has progressed beyond early clinical trials, it is
unlikely that substantial revenues from these therapies will be generated before the year
2010. ;

Development of a new therapeutic modality is a risky business and drug companies
must choose carefully the compounds and treatments in which to invest. The
development process is composed of several stages, during which the sponsor gathers
evidence to convince government regulators that it can consistently manufacture a safe
and efﬁcacious form of the treatment for the specific medical condition.

? Stem Cell Therapies & Regenerative Medicine - Current Applications & Future Possibilities. Business
Communication Company, Inc. MA. December 2005,
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Angioblast has commenced human clinical trials in Australia and, following discussions
with the FDA, will be able to commence its US clinical testing program with a Phase 11
study, bypassing the usual Phase [, or safety, study. The necessary study stages are as
follows:

a. - Phase Il - The treatment is administered to a number of individuals selected from
: among patients for whom the drug is intended. Successful Phase I trials provide
L significant evidence on efficacy and additional data on safety and dosage level.
* Final product specification and manufacturing process are ;,enerally finalised at
- this stage.

b. - Phase III - This final premarketing phase involves large-scale trials on patients to
" obtain additional evidence of efficacy. Larger sample sizes increase the
" likelihood that actual benefits will be found statistically significant and that any
. adverse reactions that may occur infrequently in patient populations, will be
" observed. Phase III trials are designed to approximate closely the manner in
* which the drug or therapy will be used after marketing approval.

After the clinical trial phases have been completed and the sponsoring company
believes it has sufficient evidence for an approval, it submits an application to the
regulatory auvthority in each country where it wishes to sell that product.

Preyalence & Incidence of Heart Disease

!
i

Angioblast’s product development programs are aimed at several cardiovascular
conditions, including CHF, MI and peripheral arterial disease, and wound healing.

Almost 10% of the adult population of the US has some form of cardiovascular disease.
Heart failure affects approximately 5 million people in the US (as many as 20 million
worldmde) with 550,000 new cases per year. Heart failure is responsible for almost
one million hospitalizations per year and contributes to or causes 300,000 deaths
annually. Heart failure is the number one cause of death among patients over the age of
65 a’nd has a major impact on the quality of life for patients.

CI—IF is a chronic condition characterized by an enlarged heart and insufficient blood
flow to the extremities of the body. The condition develops over time and can be
caused by many factors that put an excess demand on the heart muscle, including high
blood pressure, incompetent valves, infections of the heart muscle or valves, or
congenital heart problems. The incidence of CHF in people with hypertension is double
that of people with normal blood pressure. Whatever the initial cause, CHF results from
the (;ieath of cardiomyocytes, the cells that form the heart muscle.

Long-term survivors of CHF are rare; 5% of patients die within & to 12 years of
diag'nosis Twenty percent die in the first year. Although patients are initially treated
with drug therapy, the only method of treating end-stage disease currently is a heart
trdnsplant Over 3,000 heart transplants are performed annually in the US,
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CHF.is currently treated primarily with drugs that increase blood flow. Diuretics,
dlgoxm, acetylcholinesterase inhibitors, and beta-blockers are useful in treating
symptoms of heart failure, but do nothing to reverse the damage. They do not
regenerate heart muscle or rebuild heart tissue.

Acute M, or heart attack, occurs when the blood supply to part of the heart muscle is
severely reduced or stopped. This occurs when one of the heart’s arteries is blocked by
an obstruction, such as a blood clot that has formed on atherosclerotic plaque. 1f the
blood supply is cut off drastically or for a long time, heart muscle cells suffer
irreversible injury and die. Approximately 7.3 million American adults have had at
least one MI. According to a study by the National Heart, Lung and Blood Institute,
there are approximately 1.2 million cases of myocardial infarction each year in the US,
with a fatal outcome in about 42% of cases. Rates in Europe are similar.

Treatments for heart attack are relatively ineffective in preventing heart failure and none
of them 1s capable of increasing the formation of blood vessels or inducing cardiac
repalr to minimize the risk of heart failure. The medications used in patients with MI
can be categorized in terms of those used acutely at the time of infarction and those used
more chronically to prevent the later comp]ications The initial goal of treatment is
restoration of blood flow to minimise progressive scarring of the heart and muscle cell
death! This is achieved either through the combined use of aspirin, heparin,
thrombolytic agents such as tissue plasminogen activator, and agents that inhibit platelet
activation, or through mechanical approaches such as angioplasty or emergency bypass
surgery. After the immediate crisis has passed, patients are maintained on a variety of
medications, each of which has been shown to have modest effects in the prevention of
post-infarction complications such as heart failure, and to reduce mortality. These
include cholesterol lowering drugs, beta blockers and angiotensin converting enzyme
mhlbltors None of these therapies rebuild heart tissue, but merely alleviate heart failure
symptoms such as shortness of breath and fatigue. Since none of these agents rebuild
the damaged heart or stop the underlying disease, CHF inexorably progresses.

Competition
There are currently at least seven clinical trials in progress or intended to start shortly,

excluding Angioblast’s, using mesenchymal stem cells for therapeutic applications.
One of these is directed at treatment of cardiac disease.

US-based Osiris, Inc. is undertaking a Phase II study to evaluate safety and efficacy of
the company’s cultured adult human mesenchymal stem cells, Prochymal"' IBD for
Crohn’s disease. A second study is directed at treatment of acute gastrointestinal praft
versus host disease. Prochymal, for the treatment of inflammatory disease, was the first
stem cell therapeutic to receive FDA “Fast Track™ designation.

The methods used by Osiris to isolate stem cells result in very heterogeneous
populations which contain few MPCs. This results in culture expansion of a population
of cells that are much less effective for regenerative therapy than Angioblast’s
proprietary MPCs.
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Osiris is a stem cell therapeutic company focused on developing and marketing
products to treat medical conditions in the inflammatory, orthopaedic and
cardlovascu]ar areas. The company has one marketed product, Osteocel’ , and three
bloiof_.,lc drug candidates in clinical development. Osteocel and the other drug
candidates utilise human mesenchymal stem cells. Osiris claims to be a fully integrated
company having developed stem cell capabilities in research and development,
mar(yfacturing, marketing and distribution.

Osiris sells Osteocel for regenerating bone in orthopedic indications. It is the only
commercially avallable roduct in the US containing adult stem cells. Also i n the

plpelme is Chondrog,en , for regenerating cartilage in the knee, and Provacel , for
repairing heart tissue following a heart attack.

Osteogenesis, Inc. has commenced a trial for regenerating periodontal tissue by
tranéplanting mesenchymal stem cells.

Researchers at the Rigshospitalet, Denmark have commenced a clinical study of
mesenchymal stem cells for patients with severe myocardial ischaemia. The Phase /11
studﬁr aims to demonstrate the formation of new blood vessels in heart tissue and is not
expected to be completed until 2009,

John Hopkins University is also active in the area, reporting that stem cell therapy can
be used eﬂ‘ect:ve]y to treat heart attacks in pigs. They found that stem cells taken from
anothcr pig’s bone marrow, when injected into the animal’s damaged heart, were able to
restore heart function to its original condition. These findings are supportive of
Angioblast’s objectives.

Other stem cell development companies are as follows:

Aastrom Biosciences, Inc. is developing products for the repair or regeneration of
tissues based on its proprietary autologous adult stem cell technology. Aastrom’s
products contain large numbers of the bone marrow stem and progenitor cells that are
produced from a small amount of cells originating from the patient. The heart of the
technology is an automated cell product manufacturing platform. Cells obtained using
this technology have been used safely in humans as a substitute for bone marrow stem
cells, and are currently in clinical trials for bone tissue and vascular regeneration
applications.

Viacell, Ine. is developing applications of a type of stem cell which it extracts from
umbilical cord blood. The company’s claims that its stem cells can differentiate into
many cell types, including fat, bone, cartilage and precursor neuronal cells under
specified in vitro culture conditions. ViaCell amplifies stem cell populations using
growth stimulating factors together with various stages of purification to remove
suitably differentiated cells using antibodies to surface antigens.

The ?company’s product candidate, CB001, consists of a highly concentrated and
purified population of haematopoietic stem cells. It is currently in Phase [ ¢linical trial
and is intended for patients requiring hematopoietic stem cell transplantation.
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ViaCell is evaluating the use of umbilical cord blood stem cells in the treatment of CHF
and MI, in collaboration with German and Canadian researchers. Current research aims
to determine potential effectiveness of the treatment, as well as the dose and route of
administration to be used in initial human clinical studies. The company expects to
begin a clinical trial in 2006.

Geron Corporation has a proprietary technology for cell cloning starting with human
embryonic stem cells. The company has derived cardiac myocytes from embryonic
cells that have the characteristic beating movements and respond to cardiac drugs. In
animal experiments, these have engrafied and integrated into the myocardium and have
participated in repair of cardiac injury. The company is targeting the treatment of CHF.
Geron’s techniques are far more complex than the Angioblast MPC technology and
require the use of therapeutic cloning. The use of cloned cells is associated with
regulatory and ethical obstacles regarding human cloning and foetal sourcing of
embryonic cells. The use of allogeneic embryonic cells, unlike adult-derived MPCs,
raises the issue of rejection and the need for life-long immunosuppression.

Neuronyx, Inc. claims a unique population of human adult bone marrow-derived stem
cells éind processes for their isolation and expansion. These cells have demonstrated
efficacy in animal models of cardiac disease, spinal cord injury and stroke. According
to the company’s website, preclinical studies have demonstrated efficacy in improving
cardiac function following MI. They are also conducting research relating to other
indications including stroke, diabetes and liver disorders.

Mrrﬁ!a}‘"rontiers Comoration is currently developing strategies for the use of monocyte-
derived stem cells in pre-clinical safety and effectiveness studies for the treatment of
CHF and type | diabetes. These are intended as autologous treatments. Mononuclear
cells or monocytes are obtained from the patient undergoing treatment. The company’s
technology allows the monocytes to be dedifferentiated to pluripotent stem cells in the
preserice of certain growth factors. The resulting stem cells can be expanded and
differentiated into other cell types. During the development of this technology scientists
at Argonne Laboratory, from where the initial intellectual property was licensed, were
able to turn these monocyte derived stem cells into nerve cells, liver cells, blood vessel
cells, and skin cells.

Pluristem Life Systems, Inc. claims a unique and patented process to grow and expand
adult mesenchymal and haematopoietic stem cells. Cell expansion is executed in an
environment that mimics the microstructure of bone marrow and does not include
supplements such as growth factors and cytokines. This company is currently
concentrating on haematopoietic cells and, as far as we can determine, not considering
mesenchymal therapies.

Ortec International, Inc, is advancing regenerative medicine and stem cell therapy
through the development and products combining cell technology and advanced
biomaterials. Ortec’s lead product is OrCel” to heal chronic and acute wounds. The
company has announced the results of experiments showing the ability of a fibrin based
biomaterial to isolate adult mesenchymal stem cells from human peripheral blood. The
stem cells were shown to be able to expand and differentiate into cartilage, fat and bone
forming cells. Further evaluation of the stem cells has not been reported.
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Cytori Therapeutics, Inc. is concentrating on the development of adipose derived stem
cells. In animal studies the company has shown that these stem cells can replace
myoblasts and help damaged mouse hearts recover from injury. The cells did not
engraft into hearts in mice that had received no cardiac injury. The adipose-derived
cells expressed markers characteristic of cardiac muscle.

il

3 :Risk Assessment

Theré are two significant risks inherent in the development of the Angioblast
technology along with a suite of others that are applicable to the pharmaceutical and
biotechnology industries generally.

MPC Specific Risks

Animal studies by Angioblast and its collaborators, as well as other researchers, have
demdnstrated that MPCs differentiate mto cardiomyocytes when injected into the heart
and that such a procedure can reverse the damage resulting from heart attack. Studies
have also shown that such procedures do not initiate an immune response in the
recipient animal. It seems reasonable that similar results can be obtained in humans but
there.is no absolute surety until the clinical trials have commenced. There is a risk that
human responses may be different and that individuals may respond differently.

The ﬂrimary safety risk is that of immunogenicity. If it is not possible to use MPCs in
an allogenic mode, the economic viability of the procedure may be drawn into question.
At the least, the Company’s main competitive advantage will be lost.

It should be noted that the issue of safety is not just confined to the MPCs themselves.
The cells are separated from a mixture of cells recovered from a human. There is a
remote possibility that other cells, which may be immunogenic or cancerous, or even
capable of initiating an immune response against the recipient, are carried over into the
final formulation. The MPCs are isolated from the cellular milieu through the use of
magnetic beads to which the MPC-specific monoclonal antibodies are attached. The
magnetic beads are generally considered safe for human administration but nonetheless
may be present in the administered product.

The antibodies are obtained from mouse cells and are immunogenic to humans, ie. the
body: will recognise them as foreign and mount a defence against them. [t is possible
that minute amounts of antibody will be present in the final formulation. A single
administration of MPCs with residual murine antibody may not be detrimental, but
multiple injections could lead to serious complications.

Both'the antibody producing hybridoma cells and MPCs are cultured in media
containing bovine (cattle) serum. Residual protein from the serum, and the potential for
infective agents are possible hazards.
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The other stem cell specific area of risk relates to the fact that it is evolving technology
and the regulatory framework is still being developed. A specific concern of regulatory
ag.,enmes is the fact than, unlike conventional drug therapy (where the drug is broken
down in the body and the effect reduces with time), the effect of cell therapy increases
with time as the cell population propagates in vivo with no clearly defined end point.
Another concem of regulatory agencies is the lack of specifications regarding the cells
to be used for therapy.

Guidelines are under development in most western countries and, barring a major
setback as occurred with gene therapy, procedures and safeguards are not likely to be
problematic. An unlikely outcome may be a delay in market approvals.

General industry Risks

Angiéblast shares other risks that are common to the biotechnology industry. These
mclude a dependence on patents, growing competition, and the high cost of drug
development and often constrained ability to raise the necessary capital.

4 Cash Flow Estimates
Sellin_g Price & Royalty

We have utilised a treatment cost of US$10,000 being the amount receivable by
Ang,loblast or its licensee for supply of MPCs, including any necessary packaging and
administration systems. The actual treatment cost to a patient could be considerably in
excesé of this amount. Based on the Company's estimated cost-of-goods this charge
implie’i_s a substantial profit.

Qur eétimate of U8%$10,000 is based on current treatment costs for CHF and acute
coronafry infarction. As an example of possible fees, Nature Biotechnology recently
reported patients, of which there have been over 100, being treated by a US surgeon in
Bangkok, paying between US$25,000 and US$30,000 for bone marrow cells to be
injected into their hearts for treatment of heart failure.

The American Heart Association provides actuarial data on one-time costs associated
with bypass surgery (CABG) and angioplasty as US$40,000 and US$12,000
respectively. A Frost and Sullivan analysis suggests a one-time autologous stem cell
treatment cost of US25,500 to US$29,500 which includes the costs of catheterisation,
apheresis (cell separation), concomitant medication, pathology and hospital support.®
Many of these expenses will not be required in the Angioblast model.

* M Baker. Stem Cell Therapy or Snake Oil. Nature Biotechnology. 6 December 2005

¢(hitp: ./www rature.convnews/2005/051205/ptinbt1205-1467_pf html).

* Pricing Stratcgy for Stem Cell Therapies Based on Pharmacoeconontic Analysis of Fleart Failure and
Heart Attacks in the US. A Report for Angioblast Systems by Frost & Sullivan. March 13, 2003,

Dicuity 14




Our financial models assume that Angioblast completes necessary clinical trials at its
own expense and obtains the relevant marketing approvals. It then partners with or
licenses another company in retum for fees or royalties which amount to 15% of total
revenues.

Sales Penetration and Volume

As there are a limited number of companies exploring the field of regenerative medicine
in cardiovascular applications, we have assumed a penetration of 20% of the potential
market. The potential market is defined as the annual incidence rates of CHF and MI
which we believe is currently around 1.8 million persons in the US.” Not all sufferers
will be able to afford or be suitable candidates for MPC therapy and there will be,
sooner or later, competition from other stem cell companies and other forms of therapy.
Twenty percent appears to be a reasonably conservative target.

The @odelling is based solely on the potential for MPC therapy in the USA. It is more
than likely that the Company will also enter the European, Japanese and other markets
and thus sales revenues of two to three times that estimated are possible.

We have assumed that the products enter the market in late 2012 following lodgement
of thf_;L IND in 2007: two years of Phase I clinical studies, two in Phase I1I, and a further
year for dossier preparation and examination. We understand from Angioblast that the
FDA is prepared to fast track the MPC development program as it has with Osiris’s
product.

Tt is likely that one MPC product indication will reach market sooner than the other as
the logical route to market is to apply maximum resources to one. We believe that the
Company will initially concentrate on CHF and could commence marketing as early as
2010/11 with the second indication trailing by at most two years. QOur choice of
2012/13 for both products is the conservative view.

We have assumed that the product(s) take four years to reach peak market penetration,
growing at a constant rate over that term.

Probabilities of Success

There are a number of studies which present statistics on success likelihoods for drug
development, including some which break the data down by drug type, such as vaccine,
new chemical entity, and biological; route of administration; clinical indication; and
SpoTisSOT company size.

5 Thé incidence of heart attacks in the USA is 1.25 million and the incidence of CHF is 400,000 new
cases. An estimated 4.8 million Americans have CHF (www.wrongdiagnosis.com).

Deuity 15



The data we have based our analysis upon is that presented by the USA Bureau of
Economlcs in which they report the following mean success rates across all drug
forms:

. Phase VT 46.6%
~ Phase HI 56.7%.

A number of studies have suggested that approvals rates by the FDA are of the order of
85% to 95% once Phase III trials have been successfully completed.

Stem ‘cell therapies are new and data on success rates are not available. As stated in the
risks section, unknowns surround the use of stem cells, particularly in an allogeneic
setting. We have, therefore, reduced the likelihoods of success by 10% in Phase 11, as it
is likely that unforeseen complications will emerge during the earlier clinical trials, and
retained the Phase 111 figure. As the regulators are still developing the guidelines for
production and use of cell therapies, we have utilised a regulatory approval success rate
of 80%.

‘Frial ‘Costs & Ongoing Expenses

We have assumed that there will be a need for 60 patients in the Phase II study, as has
been i'hdicated to Angioblast by the FDA, at a cost of US$20,000 per patient and 200
patients in Phase 111, covering both cardiac indications, at US$25,000 per patient. We
believe these patient numbers to be at the upper limit for both indications.

Funds have been included in our models to complete animal studies and the autologous
human trials.

Registrations in the USA have been assumed to cost US$3.0 million and are paid by
Ang,loblast (although this need not be the case). [t is likely that the Company will incur
addmonal expenses arising from the development of additional products, but as no
revenues for these products have been included in our modelling it would be
inappropriate to include costs.

Cash }E‘low Summary

Our financial models suggest that Angioblast will incur losses through to 2012/13 with
cumulative outgoings of almost US$ L0 million. Net cash flow before tax will exceed
US$600 million from 2015/16 and continue at these levels (US market only) at least
until expiry of the first patent in 2020/21. These figures have not been probability
adjusted.

4

& RM Ai)rantcs-Metz, CP Adams & A Metz. Pharmaceutical Development Phases: A Duration Analysis,
Working Paper No. 274. Bureau of Economics. Federal Trade Commission. Washington, Oct 2004.
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5  Additional Information of Relevance to the Valuation

Comparable Companies and Transactions

The &"ollowing companies operate in the field of cell therapeutics and, although not
necessarily in direct competition with Angioblast, offer an indication of valuations
within this nascent field.

Osiris ~ listed on the NASDAQ exchange in early August 2006 and has a current
market capitalisation of approximately US$270 miltion. Osiris appears to be several
months ahead of Angioblast from a regulatory perspective. However, the indications
and tl'reatment modalities are substantially different.

Other suitable comparableé are Aastrom Biosciences, StemCells, and ViaCell. Relevant
commercial and financial information on these companies is presented (as at 24 August
2006):

L SR Company o0 LT Aastrom . StemCells L ViaCell o
Number of Products in Clinical Trials 4 1 1

Most Advanced Product Phase II Phase | Phase ]
Market Capitalisation US$142m USS175m US$147m

Net Tangible Assets (31 De¢ 05) 1US$33.0m (30/6/06) US%31.3m US$49.6m

1P Value US$109m USS$144m US$97.4m
Qpesating Income e T (USSELBm) | L (USSIL. ey | LT (USSL4 Tm)

The'mean market capitalisation for the above three companies is USE135m.

6 ‘_ Information Sources

To assist in the preparation of our report, we were provided with the following
documents by Angioblast:

. Angioblast Systems, Incorporated. Strategic Plan. Undated.

L i)eed of Confirmation between Angioblast Systems, Inc and Medvet Science Pty
Ltd and Institute of Veterinary and Medical Science. Dated ! October 2004.

. “Intellectual Property Assignment Deed between Medvet Science Pty Ltd and
‘Angioblast Systems, Inc. Dated 4 October 2004.

. iOption Agreement between Angioblast Systems, Inc and Medvet Science Pty
Ltd. Dated 5 October 2004.
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Licence Agreement, between Angioblast Systems, Inc. and Mesoblast Limited.
Dated 12 November 2004.

Agreement between Cordis Corporation and Angioblast Systems, Inc. Dated 1
November 2005,

Sérvices Agreement between Avid BioSciences and Mesblast Limited. Dated 31
August 2005.

Process Development and Manufacturing Services Agreement between
Cambrex Bio Science Walkerville and Mesoblast Limited. Dated August 24,
2005.

Q:mlity Agreement between Cambrex Bio Science Walkerville and Mesoblast
Limited. Dated August 24, 2005.

P:;'tent Attorney’s Report. FB Rice & Co. addressed to Mesoblast Limited and
dated 29 October 2004.

Cénsulting and Cell Processing Agreement between Mesoblast and Cell
Therapies Pty Ltd. Dated 14 February 2005,

A listing of all patent applications as at 2 November 2005 prepared by FB Rice
& ;Co.

Five International Patent Applicatiens in the names of Medvet Science Pty Ltd
(one) and Angioblast Systems, Inc. (four). One United States Provisional Patent
Application lodged by Angioblast Systems, Inc. and one Australian Provisional
Patent Application lodged by Angioblast Systems. .

Ro’:yal Melbourne Hospital Human Research Ethics Committee Approval to
conduct a clinical trial entitled, “A Safety Study of Autologous Mesenchymal
Precursor Cells in the Management of Delayed Healing Tibial Fractures
Requiring Secondary Surgical Intervention to Promote Fracture Union.”
Sponsor Mesoblast Limited. Dated 4 may 2005.

Hunter New England Human Research Ethies Committee Approval to conduct
a clinical trial entitled, “A Safety Study of Autologous Mesenchymal Precursor
Ce!ls in Myocardial Ischaemia.” Sponsor Mesoblast Limited. Dated 8§ December
2005. Also Clinical Trials Notification to the Therapeutic Goods Administration.

Fi"%e Year Forecast for Angioblast Systems, Inc. Angioblast Spreadsheet:
Pre-IND Meeting Folder. Allogeneic Human Bone Marrow-Derived

Mesenchymal Stem Cells Expanded Ex Vivo. Meeting date May 16, 2006.
Prepared by D Skerrett, Angioblast Systems, Inc.
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7 ' Qualifications & Declarations

i
Acuilty is a consultancy firm that advises on R&D and its commercialisation with a
particular emphasis on healthcare and biotechnology. Acuity undertakes technology
and market assessments of projects and provides advice to the developers of high
tcchnology products and processes on intellectual property protection and
commercialisation. The author of this report, Dr David Randerson, has over 35 years
experience as a practicing biomedical engineer and research adviser. He has managed
commercial and academic research programs, taught science and engineering at tertiary
institutes and worked in the medical device and pharmaceutical industries.
The f‘mancxal modelling makes certain assumptions in relation to the revenue prospects.
The projections used in the valuation derive, in part, from information that we have
obtained from Angioblast, a number of publicly available sources and our own
judgement in relation to projections based on this information.

In presenting these figures, we are making no representation that further research and
development will be successful, or that market growth and penetration will be realised.
We consider that the projections are based on reasonable assumptions with regards to
the markets and that, following adjustment for risk, prov1de a sound basis for the
preparatlon of a valuation.

Ne1ther Acuity nor its principals have any pecuniary interest in Mesoblast or Angioblast
that could be regarded as affecting the ability to provide an unbiased opinion of the
matters contained in this report. Acuity will receive a professional fee for the
prep_aratlon of this report.

Th]b report was submitted in draft form to Angioblast for comment on factual accuracy
pr:or to finalisation.

We have given our written consent to the issue of this report as part of Deloitte
Corporate Finance's independent expert’s report to be included in the Bidder Statement
to be provided to Mesoblast shareholders in relation to the proposed acquisition of
shares in Angioblast.

Yours sincerely

David H Randerson, BE, PhD
Managing Director

Dicuity 19
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Appendix 5: Sources of information

In preparing this report we have had access to the following principal sources of information:

. Mesob!ast Limited Prospectus dated 16 November 2004

»  Mesoblast Limited Annual Report 2005

. Angioblast Systems Inc. financial statements for the year ended 30 June 2005

. Angioblast Systems Inc. management accounts for the ten months ended 30 April 2006

o Discussions with Mesoblast management, namely Michael Spooner, Executive Chairman

. P;‘obability weighted projected cash flows for Angioblast prepared by Acuity

. B:Ioomberg

o Stem Cell Therapies & Regenerative Medicine - Current Applications & Future Possibilities.
_ Business Communication Company, Inc. MA. December 2005

+ IBISWorld Industry Report, Biotechnology in Australia, 6 April 2006

e Publicly available information in respect to Mesoblast, Angioblast and the biotechnology
industry.

In adcjition we have held discussions with Silviu Itescu Founder and Director as well as Paul
Rennie, Chief Operating Officer of Mesoblast.
4
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The report has been prepared at the request of the independent directors of Mesoblast and is to be
included in the Notice of Meeting to be issued to shareholders by Mesoblast for approval of the
Proposed Transaction in accordance with the ASX Listing Rules. Accordingly, it has been
prepared only for the benefit of the non-associated shareholders and those persons entitled to
receive the Notice of Meeting in their assessment of the Proposed Transaction outlined in the
report and should not be used for any other purpose. Further, recipients of this report should be
aware that it has been prepared without taking account of their individual objectives, financial
situation or needs. Accordingly, each recipient should consider these factors before acting on the
Proposed Transaction.

The réport represents solely the expression by Deloitte of its opinion as to whether the Proposed
Transaction is fair and reasonable to non-associated shareholders. Deloitte consents to this report
being included in the Notice of Meering.

Statements and opinions contained in this report are given in good faith but, in the preparation of
this report, Deloitte has relied upon the information provided by the directors and executives of
Mesoblast which Deloitte believes, on reasonable grounds, to be reliable, complete and not
m!s[eddmg Deloitte does not imply, nor should it be construed, that it has carried out any form
of audlt or verification on the information and records supplied to us. Drafts of our report were
issued to Mesoblast management for confirmation of factual accuracy.

Furthermore, recognising that Deloitte may rely on information provided by Mesoblast and its
officers and/or associates, Mesoblast has agreed to make no claim against Deloitte to recover any
loss or damage which Mesoblast may suffer as a result of that reliance and also has agreed to
indemnify Deloitte against any claim arising out of the assignment to give this report, except
where the claim has arisen as a result of any proven wilful misconduct by Deloitte.

Deloiﬁe has relied upon the report prepared by Acuity. Deloitte has received consent from
Ac.mty for reliance in the preparation of this report.

To the extent that this report refers 1o prospective financial mformdtlon we have considered the
prospective financial information and the basis of the underlying assumptions. The procedures
involved in Deloitte's consideration of this information consisted of enquiries of Mesobfast
personnel and analytical procedures applied to the financial data. These procedures and enguiries
did not include verification work nor constitute an audit in accordance with Australian Auditing
Standards, nor did they constitute a review in accordance with AUS 902 applicable to review
procedures. :

Based on these procedures and enquiries, Deloitte considers that there are reasonable grounds to
believe that the prospective financial information for Mesoblast included in this report has been
prepared on a reasonable basis. In relation to the prospective financial information, actual results
may be different from the prospective financial information of Angioblast referred to in this
report since anticipated events frequently do not occur as expected and the variation may be
material. The achievement of the prospective financial information is dependent on the outcome
of the assumptions. Accordingly, we express no opinion as to whether the prospective financial
lnformdtlon will be achieved.
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Jeloitte.
Deloi&e holds the appropriate AFSL 10 issue this report and is owned by the Australian
Partneiship Deloitte Touche Tohmatsu. The employees of Deloifte principally involved in the
preparation of this report were Hamish Blair B.Comm (Hons), M.Com, CA, F FINSIA, Stephen
Reid, M App. Fin. Inv., B.Ec, F FINSIA, CA, and Garrick Rollason, BA, B.Comm., ACA.
Hamish Blair and Stephen Reid are Directors and Garrick Rollason is a Manager of Deloitte,
Each have many years experience in the provision of corporate financial advice, including
specific advice on valuations, mergers and acquisitions, as well as the preparation of expert
reports.

Neither Deloitte, Deloitte Touche Tohmatsu, nor any partner or executive or employee thereof
has any financial interest in the outcome of the Proposed Transaction which could be considered
1o affect our ability to render an unbiased opinion in this report. Deloitte will receive a fee of
$72,500 (including the fees applicable to Acuity) exclusive of GST in relation to the preparation
of this report. This fee is based upon time spent at our normal hourly rates and is not contingent
upon the success or otherwise of the Proposed Transaction.

3
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About Deloite

Deloitte refers to one or more of Delomtie Touche Tohmatsy, 1 Swiss Verein, its member firms, and their respective subsidiaries and
alfiligtes. Deloitte Touche Tohmatsu is an organization of member firms around the world devated o excellence in providing
pm[ewmnai services and advice, focused on client service through a global stralegy executed locally in nearly 150 countries, With
aceess to the deep intellectual capital of 120,000 people worldwide, Deloitte delivers services in four professional areas-—uudil, fax,
Ltmsullmg and financial advisory services-—end serves mare than one-half of the world®s lorgest companies, as well &5 large national
enferprises, public institutions, locally important clients, and successful, fast-gronwing globak growth companies. Services are not
prmndod hy the Deloitte Touche Tohmats Verein, and, for regulatory and other reasons, certain member firms do not provide
services in all four professional zreas,

Asa *‘;wiés Verein (association), neither Deloitte Touche Tohmatsu nor any of its member firms has uny lability for each other's acts
or emissions. Each of the member fims is # separate and independent legal entity operating under the names “Delointe™, “Delointe &
Touche™, “Deloitie Touche Tohmatsu™, or other related names.
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23 October 2006

The Manager

Companies Announcements Office
Australian Stock Exchange Limited
Level 4, Exchange Centre

20 Bridge Street

SYDNEY  NSW 2000

RE: Mesoblast Ltd (ASX:MSB)

v

Annual General Meeting

Dfear Sir/Madam,

The accompanying Notice of Meeting is for the Annual General Meeting of
Mesoblast Ltd to be held at 11:00am (following the EGM) on 23 November 2006 at
The Windsor Hotel, 103 Spring Street, Melbourne, Victoria, Australia.

A:ucopy of this Notice of Meeting has been mailed to shareholders.

Yours sincerely

Meseblast Ltd

Kevin Hollingsworth
Company Secretary

taval 39, 55 Colling S‘lré:al Mafboursre Victora 3000 AUSTRALIA ¢ +61 3 5636 6036 | +61 3 9630 6030 www.mosobiast,com ABN 63 109 431 870 ACN 100 431 870



MESOBLAST LIMITED

ACN 109 431 870

AGM - NOTICE OF ANNUAL GENERAL MEETING

For the Annual General Meeting of the Company to be held at 11.00 am
(Melbourne time) on Thursday 23 November 2006 at The Windsor Hotel,
_ 103 Spring Street, Melbourne

THIS IS AN IMPORTANT DOCUMENT

If you are in doubt as to what to do with this document please
lmmedlately see your legal adviser, financial adviser or stockbroker.



MESOBLAST LIMITED
ACN ‘!09 431 870

AGNi - Notice of Annual General Meeting

Notice.is given that an Annual General Meeting of the shareholders of Mesoblast Limited ACN 109
431 870 (Company) will be held at The Windsor Hotel, 103 Spring Street, Melbourne on Thursday
23 November 2006 at 11.00 am (Melbourne time) for the purpose of considering and, if thought
fit, passing the following resolutions.

Please note that additional information concerning the proposed resolutions are contained in the
Explanatory Memorandum that accompanies and forms part of this Notice of Annual General
Meeting.

Gener_al Business

Resolﬁﬁon 1 - Financial Statements and Reports
To receive the Financial Statements for Mesoblast Limited for the year ended 30 June
2006, together with the Director's Report and the Independent Audit Report as set out in the
Annual Report.

Resolution 2 - Remuneration of Directors
To adopt the remuneration report for the year ended 30 June 2006.
"Nole that the vote on this resolution is advisory and by law does not bind the Directors or
the Company.

Resolﬁtion 3 - Election of Professor Silviu ltescu as a Director
To consider and, if thought fit, to pass the following resolution as an ordinary resolution:
: /
That pursuant to clause 15.3(a) of the Company's Constitution, the members of the
Company approve the re-appoiniment of Professor Silviu ltescu as a director of the

Company, who, pursuant to clause 15.3(b) of the Company's Constitution is retiring by
!i'otation and being eligible, offers himself for re-election.”

Special Business

Resolt;tion 4 — Ratification of previous private placement of Mesoblast shares
To consider and, if thought fit, to pass the following resolution as an ordinary resolution:

‘That pursuant to ASX Listing Rule 7.3 and for all other purposes shareholders ralify and
approve the issue by the Company on 27 July 2006 of 12,150,000 fully paid ordinary shares
in the Company at an issue price of Aus$1.25 per share to institutional and sophisticated
investors (being persons described in Sections 708(8) and 708(10) of the Corporations Act
2001) on the terms set out in the Explanatory Notes which accompanies this Notice of
Extraordinary General Meeting.”

Resolution 5 - Issue of 150,000 Options to Donal O'Dwyer
To consider and if thought fit, pass the following resolution as an ordinary resolution:
“That for the purposes of Chapter 2E of the Corporations Act 2001 (Cth), ASX Listing Rule

10.11 and for all other purposes approval is granted for the Directors to issue to Donal
O'Dwyer immediately on passing of this resoclution, 150,000 unlisted options to acquire
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.150,000 ordinary shares in the capital of the Company credited as fully paid, the material
«terms of which options are stated in the Explanatory Notes which accompany this Notice.”

Other Business
To consider any other business that may legally be brought forward.

By Order of the Board:

K t—

Kevin Hollingsworth
Company Secretary
20 Qctober 2006



Mesoblast Limited
ACN 109 431 870

AGM - Information Memorandum and Explanatory Notes

These Explanatow Notes have been prepared to praovide members with sufficient information to
assess the merits of the resolutions contained in the accompanying Notice of Annual General
Meeting (AGM) of the Company (Notice) concerning the meeting to be held at 11.00am on
Thursday 23 November 2006 at The Windsor Hotel, 103 Spring Street, Melboume.

1.

Financial Statements and Reports

!-This resolution is self-explanatory. It Is intended to provide shareholders with the
opportunity to raise questions on the Financial Statements and Reports and on the
performance of the Company generally.

Shareholders should note that the Financial Statements and Reports will be received in the
form presented. It is not the purpose and there is no requirement either in the Corporations
Act or in the Constitution of the Company for shareholders to approve the financial report,
the directors’ report or the auditor's report of the meeting that the Financial Statements and
Reports be accepled, rejected or modified in any way.

The Company's board of Directors (Board) unanimously recommends that shareholders
vote in favour of Resolution 1.

Resolutlon 2 - Remuneration of Directors (Non-binding Resolutlon)

The Board submits its Remuneration Report to shareholders for consideration and adoption.

The Corporations Act 2001 (Cth) specifically provides that the vote by shareholders is

advisory only and is not binding on the Board or the Company. The Remuneration Report

is set out in the Directors Report on pages 12 to 18 (inclusive) of the 2006 Annual Report.

'l:he Remuneration Report:

. explains the Board's policies in respect of the nature and level of remuneration paid
to Directors and senior management of the Company;

. discusses the link between the Board's policies and the Company's performance;

. explains why the performance conditions were chosen and how performance is
measured against them;

. sets out the remuneration details for each Director and each member of the
Company's senior management team;

. makes clear that the basis for remunerating non-executive Directors is distinct from
the basis for remunerating executives and executive Directors.

It'is intended that shareholders will be provided an opportunity to discuss the Remuneration
Report at the meeting.

The Board unanimously recommends that shareholders vote in favour of Resolution 2.
Resolution 3 — Re-elaection of Professor Silviu Itescu as a Director
Clause 15.3(a)(i) of the Constitution of the Company provides that no Director except the

Managing Director may hold office for a period in excess of 3 years, or beyond the third
annual general meeting following the Director's election, whichever is the longer, without
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submitting himself or herself for re-election. Clause 15.3(a)(ii) provides that at each annual
general mesting one-third of the previously elected Directors, and if their humber is not a
multiple of three, then the number nearest to but not exceeding one-third, must retire from
office and are eligible for re-election.

Clause 15.3(b) provides that the Directors to retire in every year under clause 15.3{a) are
the Directors longest in office since last being elected.

Professor Silviu Itescu was appointed to the Board on the oariginal incorporation of
Mesoblast Limited and is the longest serving member of the Board. . In accordance with
Clause 15.3 of the Conslitution of the Company, Professor ltescu is due to retire, is eligible
for re-election and has submitted himself for re-election at the Annual General Meeling.

The Directors (in the absence of Professor Itescu ) recommend that shareholders vote in
favour of the re-election of Professor ltescu .

The Chairman in his capacity as proxy holder intends to vote undirected proxies in favour of
gpproving this Resolution 3.

F!esolution 4 — Ratification of private placement of new Mesoblast shares
Application of ASX Listing Rule 7.1

ASX Listing Rule 7.1 provides that the Company must not issue more than 15% of its equity
securities (which includes shares and options to acquire shares) in any 12 month period
without prior shareholder approval.

On 27 July 2006 Mesobiast issued 12,150,000 fully paid ordinary shares (being less than
15% of its equity securities) at an issue price of Aus$1.25 per share to institutional and
sophisticated investors - being persons described in Sections 708(8) and 708(10) of the
Corporations Act 2001 (Private Placement).

Under the recent Share Purchase Plan, Mesoblast shareholders were also given the
opportunity to subscribe for further shares in Mesoblast at the same price (namely
Aus$1.25) as offered to institutional and sophisticated investors under the Private
Placement. A total of Aus$2.17million was raised by Mesoblast under that Share Purchase
Plan offer. The raising of funds pursuant to this Share Purchase Plan does not require
shareholder approval and mention is only made by way of background.

Mescblast shareholder ratification and approval is now sought in respect of the Private
Placement under ASX Listing Rule 7.3. On obtaining this rafification and approval, the
authority of the Mesoblast board to issue up to 15% of its equity securities will be refreshed

< guch that Mesoblast could after the passing of resolution 4, issue up to 15% of its
expanded share capital without reference fo its shareholders.

Disclosure requirements under ASX Listing Rule 7.3

ASX Listing Rule 7.3 requires that a notice pursuant to which Shareholders are required to
consider ratifying a resolution pursuant to ASX Listing Rule 7.1 must include certain
specified information in relation to the equity securities issued.

This information is set out below:

(8)  the maximum number of securities issued:

12,150,000 fully paid ordinary shares
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(b) the date which the securities were issued:
27 July 2008
{c) the issue price of the issued securities:
| Issue price of Aus$1.25 per share
(d) the names of the allottees (if known):

Institutional and sophisticated investors - being persons described in sections 708(8)
and 708(10} of the Comporations Act

(&) the terms of the securities:

The shares issued were fully paid ordinary shares in the capital of the Company
ranking equally in all respects with all other fully paid ordinary shares then on issue

)  the intended use of the funds raised:

The funds raised under the Private Placement of Aus$15. 1875 million is fo be used
by Measoblast

(i) to commence Phase I allogenic trials in fhe United States for Crthopaedic
applications of the Common Technology Platform,

(i) to undertake further development and commercialisation of the Common
Technology Platform as regards Orthopaedic applications;

(i) to subscribe for Series B Preferred shares in Angioblast as oullined in the
Company's Notice of Extracrdinary General Meeting dated 16 October 2006
to enable Angioblast to undertake a Phase Il Clinical Trial and continued
development / commercialisation of the Common Technology Platform; and

{iv)  general working capital purposes.

4.3 ' Voting exclusion — Resolution 4

The Company will disregard any votes cast in respect of Resolution 4 by:

. the allottees under the Private Placement which is the subject of Resolution 4,
or
. an associate of such allottees.

However, the Company need not disregard a vote if:

: . it is cast by a person as proxy for a person who is enfitled to vole, in
‘ accordance with the directions on the proxy form; or

. it is cast by the person chairing the meeting as proxy for a person who is
entitted to vote, in accordance with a direction on the proxy form to vote as the
proxy decides.
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:Dlrectors’ recommendation

;;,The Directors recommend thal shareholders vote in favour of the ratification and approval of
the prior issue of shares under the Private Placement. No related parties of Mesoblast
1participated in the Private Placement.

The Chairman in his capacity as proxy holder intends to vote undirected proxies in favour of
approvmg this Resolution 4.

Resolutlon 5 — Issue of 150,000 Options to Mr Donal O'Dwyer
F!eason for issue and Board recommendation

The Board considers that the grant of the 150,000 options to Mr O'Dwyer on the terms
proposed in resolution 5 to be reasonable in the circumstances as a reward for past
services. Mr O'Dwyer has assisted the Board beyond what the Board considers to be the
normal duties of a non executive director, particularly in the recent negotiations with
Angioblast regarding the further proposed investment by Mesoblast into Angioblast.

The Board views the grant as being in line with corporate remuneration of simitar
companies.

The Board (except for Mr O'Dwyer) unanimously recommends lhat shareholders vote in
favour of Resolution 5.

l?art 2E of the Corporations Act 2001 (Cth) - Related Party Transaction

Under the Corporations Act 2001 {Cth), the provision of any financial benefit (which includes
the grant of options) to a related party (including a director of the relevant company)
requlres shareholder approval in accordance with the procedure set out in Part 2E.1 of that
Act, unless one of a number of exceptions applies. Whilst the Board is of the view that the
options are issued upon terms that would meet the "Arm's length terms" criteria of Section
210 of the Corporations Act (and would therefore be exempt from the need to seek
shareholder approval), the Board nevertheless has decided to put it to shareholder vote.
None of the other exceptions apply in these circumstances. Mr O'Dwyer, being a director, is
'Trelated parly of the Company.

The following information is provided in accordance with section 219 of the Corporations Act
2001 {Cth).

(a) The related party to whom the proposed resolution will permit a financial benefit to
: be given:

5:; Donal O'Dwyer
{(b)  The nature of the financial benefit:
' The issue of 150,000 uniisted options to acquire 150,000 unissued ordinary shares
in the capital of the Company, credited as fully paid, exercisable by Donal O'Dwyer
at an exercise price of $0.65 per option.

{c} Recommendations by each of the Directors of the Company:

. Each of the Directors of the Company (other than Donal O'Dwyer) recommends the
proposed issue of the options fo Mr O'Dwyaer.
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{d) In relation to each such Director, their interests in Resolution 5:

Apart from Donal O'Dwyer, none of the Directors of the Company have any interast
in the outcome of Resolution 5.

‘i'(e) All other information that would be required by members in order to decide whether

or not it is in the Company’s best interest to pass Resolution 5:

i As at the date of this Notice of Annual General Mesling, the annual
remuneration payable to Mr O'Dwyer is detailed in the Company's Annual
Report..

(if) As af the date of this Notice of Annual General Meeting, Mr O'Dwyer’s
notifiable interests in the securities of the Company are as follows:

No. Securities Directly held Indirectly held
ordinary shares Nil Nil
options 150,000 Nil

(il The volime weighted average share price {based on closing daily prices) for
) Mesoblast sharas for the 90-day period ended 3 Qctober 2006 was $1.303 on
! & volurne of 5,971,881 shares, and for the 30-day period ended 3 October
g 2006 was $1.223 on a volume of 868,167 shares.

{iv)  As required by the Australian Securities and Investments Commission (ASIC),
Y shareholders will find defails of an independent valuation of the options in
0 section 5.5 below. A brief extract of the expert's report is sat out below:

Tranche No. of | Exercise Grant Earliest | Value | Expiry
Options | Price and Exercise | of Cne Date
Vesting Date Option
Date
1 50,000 | $0.65 23/11/06 | 23/11/66 | $0.589 | 23/11/09
2 50,000 | $0.65 23/11/06 | 23/11/07 | $0.678 | 23/11/09
3 50,000 | 80.65 23/11/06 | 23/11/08 | $0.718 | 23/11/09

Except for the information in this Notice of the Annual Genseral Meeting and these
Explanatory Notes, there is no other information known to the Company or any of ifs
Directors that would reasonably be required by members to decide whather or not it
is in the Company’s best interest to pass Resolution 5.

ASX Listing Rules

ASX Listing Rule 10.11 provides that a listed company must not, without the approval of
ordinary shargholders, issue equity securities lo a related parly. A "related party” (as
defined in the ASX Listing Rules) includes the directors of the listed company.

ASX Listing Rule 10.13 requires that the notice in relation to a proposed resolution to

approve an issue of securities to a related party, include the following information:




(@)

(b)

©

)

9

The name of the person to whom the securities will be issued:

Donal O'Dwyer

The number of securities to be issued to the person:

150,000 unfisted options to acquire 150,000 unissued ordinary shares in the capital
of the Company, credited as fully paid

The date by which the entity will issue the securities;

Subject to the rasolution being passed, no later than the date of this Annual General
Meeting

The issue price of the securities and a statement of the terms of the issue:

(i}

(i}

iif)

(iv}

{v)
{vi)

{vii)

(viif)

The exercise price of each option will be $0.65, with the shares issued being
credited as fully paid.

The options will vest on the date of this Annual General Meeling, subject to
resolution 5 baing passed.

An option which has vesled must be exercised within 36 months of its
respective vesting date. If the option is not exercised during that period it will
lapse. The maximum number of options which afier vesting may be exercised
is limited to:

{A)  1/3 of the aptions {i.e. 50,000) up to 12 months of vesting;

(B) up to a fofal of 2/3 (ie. up to 100,000) of the options between 12 ‘

months and 24 months of vesting; and

{C)  the balance of the opticns (to the extent not exercised earlier) (i.e. up
fo a fotal of 150,000) between 24 months and 36 months of vesting.

If Mr C'Dwyer ceases to be a director of the Company, all unexercised
options that are not vested will lapse upon the date of such cessation and all
unexercised vested oplions will remain exercisable in accordance with the
time periods described in paragraph (iii) above.

All unexercised ophions will lapse upon the liquidation of the Company.

if prior to the exercise of an option, there is a re-organisation of the Company
(including consolidation, subdivision, reduction, return or cancellation of the
issued capital of the Company), then the exercise price or the number of
oulstanding options (or both) must be re-organised by the Company’s Board
of Directors in accordance with the ASX Listing Rules applying lo a re-
organisation at the time of the re-organisation.

The options may not be sold or transferred except with the prior written
consent of the Company.

An option does not confer the right to participate in new issues of capital
offered to holders of ordinary shares of the Company without exercising the
option,




5.4

5.5

10
(ix}  The shares issuing upon the exercise of an option will rank equally in all

respects with all other issued ordinary shares of the Company from the date
of the issue of those shares.

ke) The intended use of the funds raised:

The funds raised from the exercise of the options will be used as working capital for
the Company.

If all of the options are exercised, a total of $97,500 will be raised by the Campany.
()  ASX Listing Rule 10.11
I Approval of this issue of securities pursuant to Listing Rule 10.11 means that
pursuant to Listing Rule 7.2 (Exception 14), member approval is not raquired under
: Listing Rule 7.1 to the issue of the 150,000 unlisted options to acquire 150,000
! unissued ordinary shares in the ¢apital of the Company to Mr O'Dwyer nor the issue
of the shares upon the exercise of the options.
Voting Exclusion Statament
The Company will disregard any votes cast in respect of Resolution 5 by:
. Mr Donal O'Dwyer; or

» an associate of Mr Donal O'Dwyer.

However, the Company need not disregard a vote if:

. it is cast by a person as proxy for a person who is entitled to vote, in
accordance with the directions on the proxy form; or

. it is cast by the person chairing the meeting as proxy for a person who is
entitled to vote, in accordance with a direction on the proxy form o vote as the
proxy decides,

Valuation of options by independent expert

The options proposed to be granted to Mr O'Dwyer have been independently valued by
DMR Corporate Pty Lid (DMR).

Set out below is an extract from the report prepared by DMR advising on the fair value of
the options to be issue to Donal O'Dwyer (DMR Report).

Véluation methodology

1;  Options are generally valued using one of a number of option pricing models. The
E Black-Scholes-Merton option model assumes that the oplions will be exercised on
the day immediately prior to their expiry date. This assumption is realistic If there are
; ne dividends being paid during the life of the option or if the terms of the options do
» not allow for the possibility of an early exercise. The Black-Scholes-Merton model
s gives the maximum value to outstanding options and we do not consider this model!

/ to be applicable to the valuation of the above options.
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2 DMR reviewed the terms of the options to be issued to Mr O'Dwyer and based on
this review DMR concluded that there is a reasonable probability that the options will
be exercised before their expiry date. DMR’s principal reason for this view is the lack
of transferability of the options and their illiquidity. In their opinion this is supported by
i empirical evidence that options are frequently exercised well before their expiry date.
! For this reason DMR valued the options proposed to be granted to Mr O'Dwyer using
a binomial model, which has been tailored specifically for use in valuing options.

3 It should be noted that pursuant to accounting standard AASB2 Share-based
: Payment, options issued must be valued al the date they are issued and expensed
over the life of the option. The DMR valuation could not be prepared prior 1o the date
of issue as one of the key variables in the model is the share price at grant date.
DMR used a binomial model and the current share price at 3 October 2006 to
ascertain an approximate value of the options being issued however the options may
need to be revalued after grant date to determine the value to be expensed in the
accounts.

4 The model used determines the value of an option as a function of the following
variables:

1)  the current share price of the underlying shares
2) exercise price of the option

3)  wvolatility of the share price

4) exercise conditions

5)  time to maturity

6) risk free rate of interesl

7) expected dividend yield

8)  an exercise price multiple

)Z.ssumptions used in DMR Valuation

Set out below is a discussion of each of the variables and assumptions that DMR
selected in applying the binomial model.

1 har ice underlvin

The volume weighted average share price (based on closing daily prices) for
Mesoblast shares for the 90-day period ended 3 October 2006 was $1.303 on a
volume of 5,871,881 shares, and for the 30-day period ended 3 October 2006 was
$1.223 on a volume of 868,161 shares.

It is important to note that the market became fully informed on 14 September 2006
following the release of Mesoblast's preliminary final report. It is for this reason that
DMR considered the volume weighted average share price over the period 14
September 2006 to 3 October 2006 of $1.205 to represent current market value of
shares in Mesoblast. This is the price that DMR used to estimate the value of the
options as at 23 November 20086.

2_. The exertise price of the options

All options are exercisable at $0.650 per option.

3. Ihe volatility of the share price

The volatility of the share price is a measure of uncertainty about the retums
provided by the shares. Generally it is possible to predict future volatility of a stock by
reference to its historical volatility.
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A share with a greater volatility has a greater time value component of the total
option value.

The volatility estimate used in option pricing models is typically calculated with
reference to the annualized standard deviation of daily share price returns on the
underlying security over a specified period.

. The historic volatility information for Australian listed companies can be sourced from
the Australian Graduate School of Management — Centre for Research in Finance
Risk ("CRIF") Measurement Service statistics. Due to the relatively recent listing of
MSB on the ASX the June 2006 CRIF did not contain data relating to Mesoblast's
shares. After examining the volatility experienced by shares in comparable
companies DMR concluded that a share price volatility of 54.00% is appropriate
when valuing MSB options.

4. Exercise conditions

All of the proposed options vest on the date of issue however they are subject to
specific exercising conditions. The first tranche may be exercised at any date from
the date of issue on 23 November 2006. The second tranche cannot be exercised
before 23 November 2007 and after that date they can be exercised at any time up
to the expiry date. The third tranche cannot be exercised before 23 November 2008
and after that date they can be exercised at any time up to the expiry date.

5, Time to Maturity :
All options expire on 23 November 2009, thiee years after the grant date. DMR

assumed this date to be the maturity date of the options, however this assumption is
impacted below. ' '

6. Risk free rate of interest

DMR used a risk free rate of 5.725% in valuing the options. These rates are based
on current Treasury Bond yields with maturities approximating the expiry dates of the
oplions.

7.  Expected dividend yields

Mesoblast does not have a history of paying dividends and DMR assumed that no
dividends will be paid during the currency of the options.

A

6. I':-'}‘roxy and Further Information

The Board of Directors are not aware of any other information which is relevant to the
consideration by members of the proposed resolutions which are detailed in the Notice.

in acconf‘dance with the Corporations Act 2001 (Cth), a person's entitlement to vote at the Annual
General Meeting will be the entittement of that person according to the Register of Members at
11.00 am on 21 November 2006.

A meml}er entitled to attend and vote ai the General Meeting is entitled to appoint not more than
two proxies. The Proxy Form to be used is to be read in conjunction with, and accompanies, this
notice of meeting.

A proxy need not be a member of the Company. The proxy form must be signed by the member or
the member's attorney. Proxies given by corporations must be executed by the corporation in
accordance with the Corporations Act 2007 (Cth). Where a proxy is appointed by a member's
attorney, the power of attorney together with evidence of non-revocation must be lodged with the
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proxy fform. Further terms relaling to the use of the proxy are described on the accompanying
Proxy Form.

§

A member may choose whether or not to direct the proxy to vote. If the member does not direct
the proxy how to vote on each resolution, the proxy may vote as the proxy sees fit on the
resolutions for which the proxy is not directed. A member who is entitled to cast two or more votes
may appoint two proxies, and may specify the proportion or number of votes each proxy is
appointed to exercise. If the member appoints two proxies and the appointment does not specify
the proportion or number of votes each proxy may exercise, each proxy may exercise half of the
votes of the member.

To be \}alid, proxies must be received by the Company’s Share Registry Office:
{a)  atLink Market Services Limited, Locked Bag A14, Sydney South; 1235 or
{b)  successfully transmitted by facsimile to (02) 9287 0303,

in any case no later than 48 hours before the commencement of the general meeting.

Prior to making any decision, members may wish to seek advice from their own independent
financial adviser or stockbroker as to the effect of the proposed resolutions.




Appendix 4C

Quarterly repert for entities
admitted on the basis of commitments

. Rule 4.78
| .
| Appendix 4C
Quarterly report
for entities admitted
on the basis of commitments
Iniredizoed 317372000, Amended 304972004
Nmné; of entity
Mesoblast Limited
ADBN| Quarter ended (Mcurrent quanter™)
68 109 431 870 30 September 2006
Consolidated statement of cash flows
i Current guarter Year to date
Cash flows related to operating activities SAGO0 $A°000
1.1 Recuipts from customers
CGovernment grant received
R & D Tax Offsct
12 Paymentsfor  (8) stafl costs
) (b) advertising and marketing
j {¢) research and development
(d) leased assets
: {e) other working capital
1.3 Dividends received
1.4 ]_mcrcsl and other ftems of a similar nature 218 218
reccived
1.5 Interest and other costs of finance paid
16  Incomc laxes paid
1.7 (_'.i)thcr (provide details il material)
¢ Commercialisation costs {2.560) (2,560)
- General Administration {416} (416)
[
i
i
i
Net operating cash flows (2,758) {2,758)

It

+ See chupter 19 for defined terms,

30/9/2001
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Appendix 4C
Quarterly report for entities
admitted on the basis of commitments

Current quarter Yeur to date
$A7000 $A°000
! 1.8 1 Nel operating cash flows (carried forward) (2,758) (2,758)
" Cash flows related to investing activities
1.9 Payment for acquisition of: ()
businesses (item 5)
) (b)
" equity investments (sec attached note 4) (2,000) {2,000)
: {¢) inteflectval
property (28} (28)
{d) physical non-
current assets
{e) other non-current
asscls {8y %)
1.10 . Progeeds from disposal of: (a) businesses
. (item 5)
(b)
" equity investments
{¢) intellecrual
property
{d) physical nun-
corrent asscls
{e) other non-current
assets
1.11 " Loans to other entitics
I
| 1,02 Loans repaid by other entitics 59 | 9 |
1.13 . Other (provide detals if material) | ]
Net Investing cash (lows {2,095) (2,095)
1.14 'Totul operafing and investing cash flows (4,853) (4.853)
/Cash flows related to financing activities )
1.15  Proceeds from issues of shares, options, etc, | 16,565 16,565
1.16  Proceeds from sale of forfeited shares |
1.17  Proceeds from borrowings
.18  Repaymeni of borrowings |
1.19  Dividends paid |
120 Other (Government grant receivable)
Net financing cash flows’ 16,565 16,565
Net increase (decrease) in cash held 11,712 11,712
121 Cash at beginning of quarterfyear to dale 7,855 7,855
122 Exchange rate adjustments to item 1.20
1.23 Cash at end of quarter 19,567 19,567 l
+ See chapter 19 for defined terms.
Appendix 4C Page 2 30/972001




Appendix 4C
J Quarterly report for entities
£ admitted on the basis of commitments

i
it

Payments to directors of the entity and associates of the directors

Pa'j,fments to related entities of the entity and associates of the related entities

Current quarter
$A'000
1.24 Aggregate amount of payments to the parties included in item 1.2 126
.25 . Aggregate amount of loans to the parties included in item 1.11 (59)
1.26 : Explanation necessary for an understanding of the transactions
It
B Sifviu ltescu 38
: | Byron McAllister 9
' | Michaet Spooner . 69
Donal O’Dwyer 10

Non-cash financing and investing activities

2.1 Details of financing and investing transactions which have had a material cftect on consolidated
“agsets and lisbilitics but did not involve cash fiows

N/a

22 Details of outlays made by other enfitics to establish or increase their share in businesses in which
.the reporting entity has an interest

N/A

Financing facilities available N/A
Add notes as necessary for an understanding af the pasition, (Sce AASB 1026 paragraph 12.2).

Amount availahlc Amount used
SAT000 $AT000

3.1 :_]_onn facilitics

32 Credit standby arrangements

+ See chupter 19 for defined terms.

300972001 Appendix 4C Page 3



Appendix 4C
Quarterly report for entities
admitted on the basis of commitments

Reconciliation of cash

Reconciliation of cash at the cnd of the guarter {as | Current quarter Previous quarter
shown in the consolidated statement of cash flows) to | $AT000 SA000
the related items in the accounts is as follows.
4.1 © Cash on hand and at bank 245 191
42 Deposits at call 2,110 3851
4.3 | DBank overdrafi
4.4 ' Other — Term Deposits 17211 1,813
| Total: cash at end of quarter (item 1.22) 19,567 7.855

Acquisitions and disposals of business entities N/A

Acquisitions Disposals

{ftem §.9fal} fliem 1.100))

5.1 ' Name of ¢ntity

5.2 . Placc of incorporation
i or registration

5.3 - Consideration for
. acquisition or disposal

5.4 | Total net assels

5.5  Nnture of business

Compliance statement

1 'This statement has been prepared under accounting policies which comply with accounting
'standards as defined in the Corporations Act (except to the extent that information is not required

‘because of note 2) or other standards acceptable to ASX.

2 ‘This statement does give a true and fair view of the matters disclosed.

Sign here: e Date: ....30 October 2006...................

(Company secretary)

Print name: Kevin Hollingsworth

+ Sec chupter 19 for defined terms.

Appendix 4C Page 4
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Appendix 4C
Quarterly report for entities
admitted on the basis of commitments

No:tes

Ly

The quarterly report provides a basis for informing the market how the entity’s activities have
been financed for the past quarter and the effect on its cash position. An entity wanting to
disclose additional information is encouraged to do so, in a note or notes attached to this
report.

The definitions in, and provisions of, A4SE J026: Siaternemt of Cash Flows apply to this
report except for the paragraphs of the Standard set out below.

. 6.2 - reconciliation of cash flows arising from operating activities to

operating profit or loss

. 92 - itemised disclosure relating 1o acquisitions
. 9.4 - itemised disclosure relating to disposals

. §i2.1(a) - policy for classification of cash items

. 12.5 - disclosure of restrictions on use of cash

. 13.1 - comparative information

Accounting Standards. ASX will accept, for example, the use of International Accounting
Standards for foreign entities. If the standards used do not address a topic, the Australian
standard on that topic (if any) must be complied with.

[tem 1.9 {6) — equity investment — A$2 million

The equily investment relates to Section 1.4 (1} of the Supplementary Prospectus which
reflects the agreement that on completion of the Mesoblast offer and its ASX listing,
Mesoblast would pay A$2 million to Angioblast Systems Inc. as the first instalment to acquire
33.3 percent of equity interest in Angioblast Systems Inc. Mesoblast would then continue to

pay quarterly instalments of A31 million to Angioblast Systems Inc. up until quarter ending
31 December 2006.

+ See chupter 19 for defined terms.
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